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INTRODUCTION 


This  fiscal  training  manual  is  provided  under  the  direction  of  the 
Legislative  Finance  Committee.  The  committee  deals  with  state  fiscal  issues 
on  an  ongoing  basis  and  is  interested  in  making  the  major  elements  of  the 
state's  appropriation  process  readily  available  to  all  legislators.  If  you 
have  any  constructive  comments  for  improving  the  manual  or  the  training 
session,  please  give  them  to  the  staff.  Our  goal  is  to  make  the  course 
interesting  and  comprehensive. 

The  Legislative  Finance  Committee  oversees  the  Office  of  the 
Legislative  Fiscal  Analyst.     The  Fiscal  Analyst's  duties  are  to: 

1.  provide  for  fiscal  analysis  of  state  government  and  accumulate, 
compile,  analyze,  and  furnish  such  information  bearing  upon  the 
financial  matters  of  the  state  that  is  relevant  to  issues  of  policy 
and  questions  of  statewide  importance,  including  but  not  limited 
to  investigation  and  study  of  the  possibilities  of  effecting 
economy  and  efficiency  in  state  government; 

2.  estimate  revenue  from  existing  and  proposed  taxes; 

3.  analyze  the  executive  budget  and  budget  requests  of  selected 
state  agencies  and  institutions,  including  proposals  for 
construction  of  capital  improvements; 

4.  make  the  reports  and  recommendations  the  Fiscal  Analyst  deems 
desirable  to  the  legislature  and  make  reports  and  recommenda- 
tions as  requested  by  the  Legislative  Finance  Committee  and  the 
legislature;  and 

5.  assist  committees  of  the  legislature  and  individual  legislators  in 
compiling  and  analyzing  financial  information. 

The  staff  is  available  to  all  legislators.  The  committee  goal  is  to 
advise  and  consult  with  the  Fiscal  Analyst  in  fulfilling  the  duties  defined 
in  Section  5-12-302,  MCA,  in  a  manner  that  best  serves  the  legislature. 
The  committee  wants  to  ensure  the  integrity  of  the  last  legislature's  fiscal 
directions,  to  promote  fiscal  responsibility,  to  monitor  the  state  budget,  to 
advise  the  legislative  membership  about  potential  fiscal  problems  of  tne 
state,  and  to  encourage  legislative  awareness  about  the  committee  business, 
staff  work,  and  the  individual  legislators  access  to  staff.  The  committee 
will  be  fair  in  hearing  all  aspects  of  an  issue,  and  will  uphold  the  sense  of 
legislative  work  and  fiscal  responsibility.  Action  will  be  taken  on  issues 
brought  to  the  committee. 

Committee  decisions  are  based  on  the  constitution,  the  law,  the 
documentation  for  legislative  fiscal  decisions,  and  a  sense  of  equity.  The 
committee  seeks  information  from  staff  which  is  thorough,  assertive, 
independent,  and  allows  for  constructive  confrontation. 

By  presenting  this  training  manual,  we  hope  to  concisely  and  in  an 
organized  manner  present  the  basic  elements  used  by  the  legislature  to 
fulfiU  the  constitutional  duty  for  strict  accountability  of  state  finances. 


MONTANA  APPROPRIATIONS  PROCESS 


The  State  of  Montana  appropriates  money  on  a  biennial  or  two-year 
basis.  The  general  fund  legislative  appropriation  for  the  1989  biennium 
ending  June  30,  1989,  is  $751.7  million.  Of  that  amount,  $724  million  or  96 
percent  of  the  general  fund  appropriation  is  contained  in  a  single,  compre- 
hensive act  (House  Bill  2)  which  appropriates  funds  for  the  operation  of 
the  various  state  agencies.  The  other  appropriations,  made  in  separate 
bills,  are  for  public  school  support,  new  programs,  and  special  one-time 
activities.  The  total  appropriation  for  all  operating  expenses  is  over 
$2  billion  dollars  for  the  1989  biennium. 


Pre- Session 

Section  17-7-111,  MCA,  provides  that  no  later  than  July  1  prior  to  a 
regular  legislative  session,  the  state  budget  director  distributes 
instructions  and  guidelines  for  preparing  agency  budget  requests.  All 
agency  budget  requests  must  be  completed  and  submitted  to  the  executive 
budget  office  and  the  Office  of  the  Legislative  Fiscal  Analyst  between 
August  15  and  September  30.  Attachment  1  is  a  chart  of  the  pre-session 
activities . 

Both  the  executive  branch  and  the  Office  of  the  Legislative  Fiscal 
Analyst  prepare  general  fund  and  school  foundation  program  revenue 
forecasts  for  presentation  to  the  legislature.  In  1986  the  Governor  created 
the  Montana  Revenue  Estimating  Advisory  Council.  The  council  is 
composed  of  five  private  citizens  who  are  responsible  for  developing  the 
economic  assumptions  underlying  revenue  projections.  Governor  Schwinden 
has  committed  to  using  the  council's  economic  assumptions  and  the  result- 
ing forecasts  in  the  Governor's  Executive  Budget. 

In  contrast,  the  staff  of  the  Office  of  the  Legislative  Fiscal  Analyst 
prepares  independent  revenue  forecasts  for  inclusion  in  its  Budget 
Analysis .  Both  the  executive  branch  and  the  Office  of  the  Legislative 
Fiscal  Analyst  revenue  forecasts  cover  the  current  fiscal  year  and  the  two 
years  of  the  next  biennium.  Both  are  available  to  the  legislature  when  it 
convenes . 
1?       •  .      '■ 

Receipt  of  agency  budget  requests  initiates  a  period  of  Intensive 
analysis  and  evaluation  by  the  respective  staffs  of  the  executive  budget 
office  and  the  Legislative  Fiscal  Analyst.  For  a  period  of  approximately 
three  months  ( September  through  November) ,  analysts  from  both  offices 
confer  with  agency  personnel.  The  budget  office  is  trying  to  determine 
proper  levels  of  funding  to  recommend.  The  fiscal  analyst's  office  is 
trying  to  reflect  current  level  costs,  policy  issues,  and  program  refine- 
ments. During  this  period,  the  Legislative  Finance  Committee  holds 
hearings  on  major  budget  areas.  No  formal  budget  recommendations  are 
made  by  the  committee,  but  concerns  of  the  committee  are  addressed  in  the 
staff's  budget  analysis.  The  Governor's  recommendations  are  compiled  and 
released  in  the  Governor's  Executive  Budget.  The  Legislative  Fiscal 
Analyst's  work  is  published  as  a  Budget  Analysis. 
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The  Budget  Analysis  represents  not  only  an  independent  review  of 
agency  budget  requests,  but  also  an  analysis  of  the  executive's  major 
fiscal  proposals.  Its  purpose  is  to  explain  to  the  legislature  significant 
policy  implications  contained  in  the  executive  budget  and  to  suggest 
alternatives  where  they  appear  feasible  and  warranted. 


Session 

The  Montana  Constitution  provides  that  the  state  legislature  shall  meet 
every  odd-numbered  year  in  a  regular  session  of  not  more  than  90  legisla- 
tive days.  The  legislature  is  organized  on  a  bicameral  basis  with  a  100- 
member  House  of  Representatives,  and  a  50-member  Senate.  The  principal 
spending  committees  are  the  House  Appropriations  and  the  Senate  Finance 
and  Claims  Committees,  as  shown  in  Attachment  2.  All  appropriations 
measures  are  required  by  law  to  originate  in  the  House  of  Representatives. 

The  introduced  General  Appropriations  Act  (House  Bill  2  of  the 
Fiftieth  Legislature)  embodies  the  executive  budget.  The  act  appropriates 
all  funds  that  require  an  appropriation  for  the  operation  of  state  govern- 
ment. Formal  legislative  involvement  in  the  appropriations  process  begins 
at  the  subcommittee  level.  Montana  utilizes  a  joint  committee  format. 
Montana's  six  joint  appropriations  subcommittees  include  subcommittees  on 
education;  institutions;  human  services;  business  regulation  and  natural 
resources;  legislative,  judicial,  and  administrative  agencies;  and  long- 
range  planning.  Except  for  Senate  members  of  the  Long- Range  Planning 
Subcommittee  who  were  not  members  of  Senate  Finance  and  Claims  during 
the  1987  session,  members  of  each  subcommittee  are  appointed  from  the 
membership  of  the  House  Appropriations  and  Senate  Finance  and  Claims 
Committees  by  the  respective  committee  chairmen.  The  joint  subcommittees 
traditionally  function  in  a  nonpartisan  atmosphere.  Partisan  considerations 
normally  enter  the  process  during  full  committee  hearings  and  during  floor 
debate.  Each  subcommittee  is  assisted  by  professional  analysts  from  the 
Office  of  the  Legislative  Fiscal  Analyst.  Personnel  from  the  executive 
budget  office  represent  the  Governor  at  all  subcommittee  proceedings. 

Illustration  1  shows  the  traditional  joint  subcommittee  structure. 
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ILLUSTRATION  1 
TRADITIONAL  JOINT  SUBCOMMITTEES  OF  HOUSE  APPROPRIATIONS  AND 
SENATE  FINANCE  AND  CLAIMS 
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Each  joint  subcommittee  conducts  extensive  hearings  with  the  agen- 
cies. Subcommittee  hearings  last  approximately  six  to  eight  weeks,  when 
each  agency  is  given  the  opportunity  to  present  information,  answer 
subcommittee  questions,  and  generally  defend  the  level  of  its  budget 
request.  At  the  conclusion  of  the  subcommittee  hearings,  approximately 
the  50th  legislative  day,  each  subcommittee  formulates  its  funding  recom- 
mendations and  reports  to  the  full  House  Appropriations  Committee. 

The  House  Appropriations  Committee  must  consolidate  separate  sub- 
committee recommendations  into  a  comprehensive  appropriation  bill.  The 
House  Appropriations  Committee  hears  specific  appeals  from  agencies  con- 
cerning subcommittee  action,  compares  subcommittee  recommendations  with 
projected  revenues,  and  considers  amendments  to  subcommittee  recom- 
mendations from  appropriations  committee  members.  The  committee  operates 
under  a  time  constraint,  as  shown  in  Attachment  3,  since  all  appropriations 
measures  must  be  transmitted  to  the  Senate  by  about  the  70th  legislative 
day.  Finally,  the  House  Appropriations  Committee  substitutes  its  bill  for 
the  bill  embodying  the  executive  budget  for  debate  on  the  floor  of  the 
House  of  Representatives. 

Floor  debate  in  the  House  occurs  on  the  bill's  second  reading  and 
generally  requires  at  least  an  entire  legislative  day  to  complete.  The 
chairman  of  the  House  Appropriations  Committee  introduces  the  bill  and  has 


considerable  input  throughout  the  debate.  Analysts  from  the  Office  of  the 
Legislative  Fiscal  Analyst  assist  subcommittee  chairmen  during  the  course 
of  the  floor  debate.  When  the  appropriations  bill  is  on  the  floor,  it  is 
accompanied  by  a  written  report  prepared  by  the  Office  of  the  Legislative 
Fiscal  Analyst  explaining  the  major  policy  decisions  of  the  appropriations 
committee.  The  bill  is  debated  by  sections,  and  amendments  are  limited  to 
the  section  under  consideration.  The  appropriations  bill,  as  approved  by 
the  House,  is  transmitted  to  the  Senate  and  assigned  to  the  Senate  Finance 
and  Claims  Committee. 

The  Senate  Finance  and  Claims  Committee  typically  does  not  engage  in 
a  comprehensive  evaluation  of  the  appropriations  bill.  In  general,  members 
of  the  committee  limit  their  deliberations  to  specific  changes  made  in  the 
bill  since  the  subcommittee  recommendations.  The  committee  generates  a 
series  of  amendments  that  provide  the  basis  for  much  of  the  debate  on  the 
Senate  floor.  The  committee  also  serves  as  an  appeals  body  for  agencies 
dissatisfied  with  action  in  the  House  of  Representatives. 

Debate  on  the  Senate  floor  generally  focuses  on  amendments  generated 
by  the  Senate  Finance  and  Claims  Committee.  Senators  wishing  to  offer 
amendments  must  limit  amendments  to  the  section  of  the  bill  under  consid- 
eration. Debate  occurs  on  the  bill's  second  reading  and  generally  requires 
one  legislative  day  to  complete. 

Any  differences  between  the  appropriations  bill  passed  by  the  House 
and  that  passed  by  the  Senate  are  resolved  by  a  free  conference  com- 
mittee. The  free  conference  committee  may  also  recommend  amending  the 
appropriations  bill  to  conform  to  other  legislation  that  has  passed  but  does 
not  carry  appropriations.  A  free  conference  committee  may  discuss  the  bill 
in  its  entirety  and  is  not  limited  to  specific  areas  of  disagreement.  If  the 
free  conference  committee  report  is  approved  by  each  house,  the  appropri- 
ations bill  is  submitted  to  the  Governor  who  has  ftill,  line-item,  and 
amendatory  veto  powers.  In  practice,  the  Governor  seldom  exercises  his 
veto  authority  in  an  appropriations  measure.  Occasionally  the  free  con- 
ference committee  report  is  rejected  and  the  conferees  reconvene  with  a 
restricted  agenda. 

There  is  no  formal  provision  for  the  coordination  of  the  taxation  and 
spending  committees.  Any  coordination  between  the  committees  that  occurs 
does  so  on  an  informal  basis.  For  example,  during  the  1981  legislative 
session,  legislators  utilized  a  "summit"  committee  comprised  of  the  partisan 
leadership  from  the  House  and  Senate  to  reconcile  a  tax  relief  package  wUh 
general  fiscal  policy.  In  the  1983  session,  HJR  33  was  used  as  a  vehicle 
to  embody  legislative  revenue  anticipations,  but  it  was  not  acted  on  by  the 
full  Senate.  In  the  1985  session,  HJR  9  was  used  as  a  vehicle  to  embody 
legislative  revenue  anticipations;  the  Senate  acted  on  the  resolution  but 
did  not  send  it  back  to  the  House  for  concurrence.  In  the  1987  session, 
HJR  41  was  introduced  with  the  intent  that  it  would  provide  a  vehicle  for 
the  establishment  of  legislative  revenue  projections.  Joint  rules  of  the 
legislature  provided  for  the  appointment  of  a  joint  subcommittee  of  the 
House  and  Senate  Taxation  Committees  to  consider  the  resolution.  HJR  41 
was  heard  by  the  full  Senate  Taxation  Committee,  which  never  acted  on 
the  resolution. 
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Post- Session.  Interim 

Following  the  conclusion  of  the  legislative  session,  the  Office  of  the 
Legislative  Fiscal  Analyst  prepares  the  Appropriations  Report,  as  illus- 
trated in  Attachment  4.  This  publication  siimmarfzes  significant  fiscal 
actions  taken  during  the  session.  The  report  details  increases  from  the 
previous  biennium  and  outlines  major  legislation  affecting  fiscal  policy. 

Specific  language  in  the  appropriations  act  provides  that  expenditures 
may  be  made  only  in  accordance  with  approved  operating  budgets.  The 
act  requires  all  agencies  to  have  an  approved  operating  budget  by  July  1 
of  each  fiscal  year.  Each  operating  budget  includes  expenditures  for  each 
agency  program.  At  a  minimum,  each  budget  details  personal  services, 
operating  expenses,  equipment,  benefits  and  claims,  transfers,  and  local 
assistance . 

The  appropriation  of  state  special  revenue  funds  and  federal  funds  to 
an  agency  may  be  increased  during  the  interim  by  a  budget  amendment. 
Budget  amendments  are  to  finance  new  or  expanded  programs  from  funds 
which  were  not  available  for  consideration  by  the  legislature. 

Finally,  the  legislature  may  request  that  interim  studies  be  conducted 
to  evaluate  certain  aspects  of  the  appropriations  process.  For  example, 
the  1987  legislature  requested  that  interim  studies  be  conducted  on  the 
Montana  University  System  funding  formula  and  the  school  foundation 
program.  Recommendations  or  proposed  legislation  concerning  these 
studies  are  presented  to  the  next  session  of  the  legislature. 
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ATTACHMENT  1 


MONTANA 
BUDGETING  /  APPROPRIATION   PROCESS 

PRE-SESSION 


&diA&& 


RUMAmurr 


-TIME  LINES. 


Prior  to  August-  Idea  generation  at  agencies 
Aug  I5-Sept30- Agency  Budget-  inquests  to  OBPP  &  LFA 
Dec  I- Executive  Budget  to  LFA 
Dec 20- LFA  To. Print 
Jan  3- LFA  Printed 
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ATTACHMENT  2 


MONTANA 
BUDGETING/APPROPRIATION  PROCESS 
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AMINDMtKT 

5ENATI          1 
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Subcommittee  Wrap-up  ^50  H 
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Bill* Narrative  Preparation  58-i3  6 

Second  Reading  Hooie  6H6  3 

"Third  Reading  67  I 


ACTIVITY 


LES. 
DACtS 


Revise  Bill<RM3rrat-ive  6&-70 

Finance  &  Claim  Committee  Hearings   71-76 
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Senate  Floor-Secorvd  Beading 
Senaie  Floor- Ttiird  Reddir^g 
Conference  Committee 
Prepare  Final  Bill 
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3 
6 
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ATTACHMENT  3 


EXAMPLE  OF  TRADITIONAL  APPROPRIATIONS  SCHEDULE 

Legislative 
Days 

1  -     6  FEED   BILL   -   Prepared  by  Legislative   Council.      There  will 

be  hearings  in  both  House  Appropriations  and  Senate 
Finance  and  Claims. 

2  -  45  SUBCOMMITTEE   HEARINGS    -    Subcommittees   meet   three   to 

four  hours,  five  days  a  week. 

46  -  48  SUBCOMMITTEES  WRAP-UP  -   During  this  period  loose  ends 

are  tied  down  and  some  changes  are  made  to  initial 
decisions . 

49  SUBCOMMITTEE    WORK    DRAFTED    -    Staff    drafts    a    report 

explaining  subcommittee  action.  Chairmen  use  this  report 
in  presenting  subcommittee  work  to  full  committee. 

50  -  55  SUBCOMMITTEES   REPORT   -    On   successive   days,    the   five 

subcommittees  present  their  reports  to  the  House 
Appropriations  Committee  (HAC).  The  hearing  usually 
takes  most  of  each  morning. 

HAC  ACTION  -  At  night  during  this  week  HAC  marks  up 
the  subcommittee  draft.  Typically,  the  report  that  was 
presented  during  the  day  is  debated  at  night.  Agencies 
desiring  to  appeal  subcommittee  action  make  their  pitches. 

56  -  61  PREPARATION  OF   BILL  AND  NARRATIVE   -    The   LFA   staff 

takes  the  action  of  the  full  HAC,  incorporates  it  into  the 
original  draft,  and  submits  it  to  the  Legislative  Council  for 
formal  drafting.  The  HAC  version  of  the  bill  is  a  clean 
second  reading  copy  which  is  completely  substituted  for 
whatever  bill  was  entered  originally. 

The  LFA  staff  also  updates  the  subcommittee  narrative  to  be 
consistent  with  the  full  committee  actions.  The  updated 
narrative  along  with  the  bill  is  distributed  a  day  or  two 
prior  to  the  scheduled  debate. 

HAC  "CATS  AND  DOGS"  HEARINGS  -  The  full  committee 
meets  in  both  the  morning  and  the  evening  to  hear  the 
miscellaneous  bills.  In  order  to  meet  the  transmittal  date, 
these  bills  must  go  to  the  floor  before  the  general  appro- 
priation bill. 

LONG-RANGE  PLANNING  SUBCOMMITTEE  -  Complete  HAC 
action  and  report  all  long-range  planning  bills  to  floor. 

59  Hearings  on  pay  plan  (?)   should  be  completed  and  pay  plan 

should  be  drafted  and  ready  to  go. 


Legislative 
Days 

62  -  63  CAUCUS  -  on  general  appropriation  bill. 

64  -  65  APPROPRIATIONS    BILL    SECOND    READING    -    The    bill    is 

debated  by  sections.  Each  subcommittee  chairman  explains 
his  section;  questions  are  asked  and  amendments  offered. 
That  section  is  then  closed  and  the  next  section  taken  up. 
Once  all  sections  of  the  bill  are  completed,  the  entire  bill  is 
open  for  debate  and  amendment. 

65  House  third  reading  of  appropriations  bill. 

65  Senate  Finance   and  Claims    (SFC)    should  be  hearing  Long- 

Range  Planning  bills. 

66  -  76  Senate   Finance   and   Claims   holds   hearings   on  appeals   from 

House  action.  Appeals  may  be  referred  to  Senate  members 
of  the  appropriate  subcommittee  for  recommendation.  The 
full  committee  takes  about  10  hours  to  mark  up  its  version 
of  the  bill. 

Jft'^  78  Staff  prepares  SFC  amendments  and  their  explanation. 

79  Senate  floor  debate  on  appropriations  bill. 

80  Senate  third  reading  on  appropriations  bill. 

80  Senate  returns  appropriations  bill  to  the  House. 

81  -  85  Free  conference  committee  on  long-range  building  bills  and 

major  appropriations  bill.  It  usually  takes  about  10  hours. 
Fiscal  impact  bills  that  have  passed  are  merged  into  the 
appropriations  bill  at  this  time. 
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ATTACHMENT  4 


MONTANA 
BUDGETING/ APPROPRIATION  PROCESS 

AFTER  SESSION 


£>- 


APPPCPRIATIOKIS 
V       REPORT 

^>AjS_^ 

V^ 

■     ^ 

CDWMlTTfl 

LCbiMATrvC 
fUtktANALtn 

J 

LCeiSlATORS 

THE  END. 


TIME  LINES. 


Report  Wriiing     April  2^  to  May  3 
Report  Printing    June  3  to  J  una  KI 
LFC   ^  After  June.  1^ 
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MONTANA  REVENUE  SOURCES  AND  EXPENDITURE  FUNCTIONS 


According  to  the  state's  Comprehensive  Annual  Financial  Report, 
prepared  by  the  Department  of  Administration,  the  state  revenue  for  fiscal 
1988  was  $1.3  billion,  while  expenditures  were  $1.2  billion.  The  sources 
of  revenue  and  the  expenditure  functions  for  the  general  fund,  special 
revenue,  debt  service,  and  capital  outlay  funds  are  shown  in  Table  1. 


Table  1 

Source  of  Revenue  and  Expenditure  Functions 

Fiscal  Years  1987  and  1988 

(Thousands) 


Percent 

Fiscal 

Fiscal 

-  of  Total  - 

Revenue  Source 

1987 

1988 

1987 

1988 

Licenses/Permits 

$ 

80,444 

$ 

62,574 

6.9 

4.8 

Taxes 

578,509 

715,724 

49.5 

54.8 

Chgs  for  Svcs/Fines/Forfeits 

48,340 

52,990 

4.1 

4.0 

Investment  Earnings 

24,920 

31,149 

2.1 

2.4 

Sale  of  Documents/Etc. 

5,749 

3,382 

0.5 

0.3 

Rentals/Leases/Royalties 

796 

383 

0.1 

0.0 

Grants/Contracts/Donations 

6,254 

5,936 

0.5 

0.5 

Federal 

413,923 

427,381 

35.4 

32.7 

Fed.   Indirect  Cost  Rec. 

3,296 

1,747 

0.3 

0.1 

Other  Revenues 

6.644 

5.462 

0.6 

0.4 

TOTAL  REVENUES 

u 

ii§§J?i= 

II 

iiQ§i?2§ 

IQQ-Q 

iQQiQ 

Expenditure  Function 

General  Government 

$ 

51,054 

$ 

46,308 

3.9 

3.8 

Public  Safety/Corrections 

58,140 

66,366 

4.4 

5.4 

Transportation 

242,470 

233,092 

18.3 

19.1 

Health/Social  Services 

352,299 

358,860 

26.6 

29.3 

Education/Cultural 

313,616 

328,669 

23.7 

26.9 

Resource  Devel/ Recreation 

48,468 

57,630 

3.7 

4.7 

Economic  Devel/ Assistance 

87,737 

71,197 

6.6 

5.8 

Debt  Service 

139,252 

30,927 

10.5 

2.5 

Capital  Outlay 

30.815 

30.669 

2.3 

2.5 

TOTAL  EXPENDITURES 

|li?23.85U 

11.223.218 

l^M 

iQQiQ 

Revenue  Over  (Under)  Exp. 

l=U5ixiIil 

1= 

=Ji*QlQ 

Expenditures    exceed    revenues    in    fiscal    1987.      Table    2    shows    the 
funding  sources  for  the  expenditures  in  excess  of  revenue  for  fiscal  1987. 
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Table  2 
Sources  of  Funds  for  Expenditures  in  Excess  of  Revenues 

Fiscal  Year  1987 
(Thousands) 


General 

Special 

Debt 

Capital 

Fund  Source 

Fund 

Revenue 

Service 

Project 

Total 

Bond  Proceeds 

$    126 

$  78,378 

$  71,320 

$  — 

$  149,824 

Operating  Transfers 

(Zl,836) 

43,404 

(42,216) 

(1,214) 

(21,862) 

Residual  Equity  Transfers 

41,354 

(4,3271 

3,081 

(5,094) 

35,014 

other 

«1 

(78) 

~ 

— 

(17) 

Fund  Balance  Change 

C578) 

(44,470) 

25,191 

11,874 

(7,983) 

Expenditures  Over  Revenues 

$_19,1Z7_ 

$_7Z,907_ 

f_57,376_ 

$_5,566_ 

$  154,976 

===:  ===:=  =  =  = 

Illustrations  2  and  3,  pie  and  bar  charts,  prepared  by  the  Depart- 
ment of  Administration,  illustrate  the  revenue  sources  and  expenditure 
functions  for  fiscal  1987  and  1988. 
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STATE  OF  MONTANA 

EXPENDITURE  BY  FUNCTION 

ALL  GOVERNMENTAL  FUND  TYPES 


E(6.6%) 


DdO.SVo) 


C(18.3%) 


FY88 

D(2.5%)         1(2.5%) 
G(3.8<?'o) 


A(26.6%) 


H(4.7%) 


F(5.4%) 


E(5.8%) 


C(19.1%) 


B(23.7%) 


A(29.3%) 


B(26.9%) 


■< 


LEGEND: 


EXPENDITURE  FUNCTION 


D 


FY87 


FY88 


A  -  Health/Social  Services 

B  -  Education/Cultural 

C  -  Transportation 

D  -  Debt  Service 

E  -  Economic  Development/Assistance 

F  -  Public  Safety/Corrections 

G  -  General  Government 

H  -  Resource  Development/Recreation 

1  -  Capitol  Outlay 
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STATE  OF  MONTANA 

REVENUES  BY  SOURCE 

ALL  GOVERNMENTAL  FUND  TYPES 


FY87 


FY88 


5(2.1%)     j(2.o%) 


5(2.4%) 


I    '-•4(4.1%) 


3(6.9%) 


2(35.4%) 


4(4.0%) 


6(1.3%) 


3(4.8%) 


1(49.5%) 


2(32.7%) 


1(54.8%) 


^rr* 


LEGEND: 


REVENUE  SOURCE 


H 


FY87 


FY88 


1  -  Taxes 

2  -  Federal 

3  -  Licenses/Permits 

4  -  Charges  for  Service/Fines/Forfeits 

5  -  Investment  Earnings 

6  -  Other  Revenues  (includes  contributions,  premiums,  rentals,  leases,  royalties,  grants,  contracts,  donations,  federal  indirect  cost  recoveries  and 
sale  of  documents,  merchandise  and  property 
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MONTANA  FUND  STRUCTURE 


Dollars  accounted  for  through  Montana  state  government  are  placed  in 
a  type  of  fund.  There  are  four  groups  of  funds:  Governmental, 
Proprietary,  Fiduciary,  and  University. 


Governmental  Funds: 

1.  General  Fund:  all  financial  resources  except  those  required  to 
be  accounted  for  in  another  fiuid. 

2.  Special  Revenue  Funds :  the  proceeds  of  specific  revenue 
sources  (other  than  expendable  trusts  or  major  capital  projects) 
that  are  legally  restricted  to  expenditure  for  specified  purposes. 
There  are  three  types  of  special  revenue  funds:  state  ear- 
marked, federal,  and  other. 

A.  State  special  revenue  funds  are  from  state  sources 
earmarked  for  the  purpose  of  defraying  particular  costs  of 
an  agency,  program,  or  function  of  state  government. 

B.  Federal  special  revenue  fluids  are  federal  fluids. 

C.  Other  special  revenue  funds  are  from  private  sources, 
including  trust  fund  income,  for  the  operation  of  state 
government,  and  to  defray  reimbursable  expenditures. 

3.  Capital  Projects  Funds:  financial  resources  to  be  used  for  the 
acquisition  or  construction  of  major  capital  facilities,  other  than 
those  financed  by  proprietary  funds  or  trust  funds. 

4.  Debt  Service  Funds:  the  accumulation  of  resources  for  and  the 
payment  of  general  long-term  debt  principal  and  interest. 


Proprietary  Funds: 

1.       Enterprise  Funds:     include  funds  from  operations: 

A.  that  are  financed  and  operated  in  a  manner  similar  to 
private  business  enterprises  whenever  the  intent  of  the 
legislature  is  that  costs  (i.e.,  expenses,  including  de- 
preciation) of  providing  goods  or  services  to  the  general 
public  on  a  continuing  basis  are  to  be  financed  or  re- 
covered primarily  through  user  charges;  or 

B.  when  the  legislature  decides  that  periodic  determination  of 
revenue  earned,  expenses  incurred,  or  net  income  is 
appropriate  for  capital  maintenance,  public  policy, 
management  control,  accountability,  or  other  purposes. 


16- 


2.  Internal  Service  Funds:  the  financing  of  goods  or  services 
provided  by  one  department  or  agency  to  other  departments  or 
agencies  of  state  government,  or  to  other  governmental  entities 
on  a  cost- reimbursed  basis. 


Fiduciary  Funds: 

1.  This  group  includes  trust  and  agency  funds  used  to  account  for 
assets  held  by  state  government  in  a  trustee  capacity,  or  as  an 
agent  for  individuals,  private  organizations,  other  governmental 
entities,  or  other  funds.  There  are  four  categories  of  fiduciary 
funds : 


A.  expendable  trust  funds 

B.  nonexpendable  trust  funds 

C.  pension  trust  funds 

D.  agency  funds 


University  Funds: 

1.  University  Current  Fund:  those  funds  that  are  spent  for  day- 
to-day  operations  of  the  school. 

A.  Current  unrestricted:  fluids  for  the  general  operation  and 
maintenance  of  the  school,  not  restricted  for  a  particular 
purpose  by  those  supplying  the  funds.  These  are  primarily 
the  funds  appropriated  by  the  legislature. 

B.  Current  restricted:  funds  restricted  for  a  particular  use 
by  the  source.  The  restriction  must  be  made  by  some  body 
external  to  the  university.  The  tjrpical  example  of  these 
funds  is  a  federal  or  private  grant  to  carry  out  a  particular 
research  project. 

C.  Current  designated:  funds  designated  for  a  specific  use  by 
the  university.  These  are  usually  similar  to  proprietary 
accounts  and  are  used  to  defray  reimbursable  expenditures. 
College  motor  pools  and  computer  centers  are  examples. 

D.  Current  auxiliary:  funds  to  operate  auxiliary  enterprises 
such  as  dormitories,  food  services,  and  the  like. 

2.  University  Student  Loan  Fund:  moneys  which  may  be  loaned  to 
students,  faculty,  or  staff  for  purposes  related  to  education, 
organized  research,  or  public  services  by  the  Montana  university 
system. 

3.  University  Endowment  Fund:  moneys  where  the  principal  portion 
of  the  amount  received  is  nonexpendable  but  is  available  for 
investment,  thus  producing  consumable  income.  Expendable 
earnings  on  endowment  funds  are  to  be  transferred  to  appro- 
priate operating  funds  pursuant  to  prevailing  administrative 
requirements . 
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4.  University  Annuity  and  Life  Income  Ftmd:  moneys  which  are 
made  available  on  condition  that  the  receiving  unit  of  the 
Montana  university  system  binds  itself  to  pay  stipiilated  amounts 
periodically  to  the  donor  or  others  designated  by  the  donor  over 
a  specified  period  of  time.        ^«i-  '  ^ 

5.  University  Plant  Fund:  those  financial  resources  allocated  to  or 
received  by  the  Montana  university  system  for  capital  outlay 
purposes  or  to  retire  long-term  debts  associated  with  construc- 
tion or  acquisition  of  fixed  assets  and  the  net  accumulation 
results  of  these  activities. 

6.  University  Agency  Fund:  moneys  where  the  Montana  university 
system  acts  in  the  capacity  of  a  custodian  or  fiscal  agent  for 
individual  students,  faculty,  staff,  or  qualified  organizations. 
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TYPES  OF  LEGISLATIVE  APPROPRIATIONS 
LIST  OF  STATUTORY  APPROPRIATIONS 


Article  VIII,   Section  14,  of  the  Montana  Constitution  reads: 

Prohibited  Payments.  Except  for  interest  on  the  public  debt,  no  money  shall 
be  paid  out  of  the  treasury  unless  upon  an  appropriation  made  by  law  and  a 
warrant  drawn  by  the  proper  officer  in  pursuance  thereof.   (Emphasis  added) 

In  Section  17-7-501,  MCA,  there  are  three  types  of  appropriations 
within  the  meanings  of  "appropriation  made  by  law"  as  used  in  Article 
VIII,   Section  14,  of  the  Montana  Constitution.     These  are: 

1.  temporary  appropriations  enacted  by  the  legislature  as  part  of 
designated  appropriations  bills  or  sections  designated  as 
appropriations  in  other  bills; 

2.  temporary  appropriations  made  by  valid  budget  amendment;  and 

3.  statutory  appropriations  made  by  permanent  law  that  authorizes 
spending  by  a  state  agency  without  the  need  for  a  temporary 
legislative  appropriation  or  budget  amendment.  These  statutory 
appropriations  are  listed  in  Section  17-7-502,  MCA. 

Statutory  appropriations  for  fiscal  1987  and  1988  are  listed  in  the 
following  table.  Money  disbursed  under  the  statutory  appropriation  law 
totaled  $97.9  million  in  fiscal  1987  and  $136.9  million  in  fiscal  1988. 
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LAWS  ON  APPROPRIATION  OF  FUNDS 


The  legislature  has  enacted  laws  on  how  funds  may  be  disbursed  from 
the  state  treasury.  The  table  below  summarizes  what  authority  is  required 
to  expend  state  funds  from  the  treasury.  The  legislature  may  have 
retained  the  appropriation  authority  over  a  fund,  but  not  review  the 
expenditures  or  act  on  a  specific  appropriation  due  to  appropriations 
authorized  by  budget  amendment,  established  in  statute,  or  delegated  to 
the  Board  of  Regents. 


Table  4 
Summary  of  the  Authority  (Specified  in  the  Montana  Code  Annotated) 

Needed  to  Expend  State  Funds 


Governmental  Funds 


Control  of  Expenditures 
Before  Budget  Amendments 


General  Fund 

State  Revenue  Funds 

1.  State  Special 

2.  Federal  Special 

3.  Other  Special 


Legislature 
Legislature 


Capital  Projects  Fund 
Debt  Service  Fund 


Legislature 

General  Laws  or  Contracts 


Proprietary  Fimds 


Enterprise  Funds 
Internal  Service  Funds 


Legislature 
Legislature 


Fiduciary  Funds 


Expendable  Trust  Fund 
Nonexpendable  Trust  Fund 
Pension  Trust  Funds 
Agency  Funds 


General  Laws  or  Contracts 
General  Laws  or  Contracts 
General  Laws  or  Contracts 
General  Laws  or  Contracts 


University  Funds 


Current  Unrestricted  Operating 

Legislature 

Current  Designated 

Legislature  Delegated  to  Regents 

Current  Auxiliary 

Legislature  Delegated  to  Regents 

Current  Restricted 

Legislature  Delegated  to  Regents 

Student  Loan 

Legislature  Delegated  to  Regents 

Annuity  and  Life  Income 

Legislature  Delegated  to  Regents 

Plant  Funds 

Legislature 

Agency  Funds 

Regents 
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GOVERNMENTAL,  PROPRIETARY,  AND  FIDUCIARY  FUNDS 

Section  17-8-101,  MCA,  is  the  legal  reference  for  the  authority  to 
expend  funds  from  the  treasury  for  Government,  Proprietary,  and 
Fiduciary  Funds.     This  section  of  laws  reads  as  follows: 

17-8-101.  Appropriation  and  disbursement  of  moneys  from  the  treasury. 

(1)  Moneys  deposited  in  the  general  fund>  the  special  revenue  fund  type> 
the  enterprise  fund  type>  the  internal  service  fund  typet  and  the  capital 
projects  fund  type*  with  the  exception  of  refunds  authorized  in  subsection  I3)> 
shall  be  paid  out  of  the  treasury  only  on  appropriation  made  by  law. 

(Zl  Moneys  deposited  in  the  debt  service  fund  type>  expendable  trust  fund 
type>  nonexpendable  trust  fund  type>  pension  trust  fund  type>  and  agency  fund 
type  may  be  paid  out  of  the  treasury  under  general  laws>  or  contracts  entered 
into  in  pursuance  of  lawi  permitting  such  disbursement. 

( 3 1  Moneys  paid  into  the  state  treasury  through  error  or  under  circum- 
stances >  such  that  the  state  is  not  legally  entitled  to  retain  it  and  a  refund 
procedure  is  not  otherwise  provided  by  law>  may  be  refunded  upon  the  submission 
of  a  verified  claim  approved  by  the  department  of  administration. 

Under  Section  17-2-108,  MCA,  all  expenditures  must  be  applied 
against  nongeneral  fund  money  wherever  possible  before  using  the  general 
fund  appropriation. 


UNIVERSITY  FUNDS 

The  university  receives  a  temporary  appropriation  for  the  current 
unrestricted  operating  subfimd.  Other  funds,  except  the  plant  fund,  are 
appropriated  by  delegation  to  the  Board  of  Regents  to  set  the  spending 
level.  Plant  funds  are  not  delegated  to  the  Board  of  Regents  and, 
therefore,  would  appear  to  be  subject  to  a  temporary  legislative 
appropriation  and  to  the  laws  in  Title  20  Part  4,  MCA. 

The  appropriation  delegation  is  in  the  General  Appropriations  Act  as 
quoted  from  House  Bill  2,   Section  F,  Laws  of  1987. 

All  funds*  other  than  plant  funds  and  current  unrestricted  operating  funds* 
may  be  spent  and  are  appropriated  contingent  upon  approval  by  the  board  of 
regents  by  July  1  of  each  year  of  the  comprehensive  program  budget.  The  budget 
must  contain  detailed  revenues  and  expenditures  and  anticipated  fund  balances  of 
current  funds*  loan  funds*  and  endowment  funds.  All  movement  of  funds  between 
the  current  unrestricted  subfund  and  the  designated  subfund  account  entities  must 
be  clearly  identified  in  the  state  budgeting  and  accounting  system. 


SUPPLEMENTALS 

A  supplemental  is  when  an  agency  receives  an  additional  appropriation 
to  augment  the  appropriation  made  in  regular  session  for  the  following 
biennium.  General  fund  budget  additions  are  authorized  only  as  supple- 
mentals    and    must    be    approved    by    the    legislature.       A     supplemental 
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appropriation  can  occur  in  the  first  or  second  year  of  the  biennium.  If 
one  occurs  in  the  first  year.  Section  17-7-301,  MCA,  authorizes  the 
Governor  to  expend  the  second  year's  regular  appropriation  in  the  first 
year  of  the  biennium.     Section  17-7-301,  MCA,  reads  as  follows: 

17-7-301.  Authorization  to  expend  during  first  year  of  biennium  from 
appropriation  for  second  year. 

(1)  A  state  department,  institution,  or  agency  of  the  executive  branch 
desiring  authorization  to  make  expenditures  durin?  the  first  fiscal  year  of  the 
biennium  from  appropriations  for  the  second  fiscal  year  of  the  biennium  shall 
make  application  for  such  authorization  to  the  governor  through  the  budget 
director.  If  the  governor  finds  that,  due  to  an  unforeseen  and  unanticipated 
emergency,  the  amount  actually  appropriated  for  the  first  fiscal  year  of  the 
biennium  with  all  other  income  will  be  insufficient  for  the  operation  and 
maintenance  of  said  department,  institution,  or  agency  during  the  year  for  which 
the  appropriation  was  made,  he  may,  after  careful  study  and  examination  of  the 
request  and  upon  review  of  the  recommendation  of  the  budget  director >  authorize 
an  expenditure  during  the  first  fiscal  year  of  the  biennium  to  be  made  from  the 
appropriation  for  the  second  fiscal  year  of  the  biennium. 

(Z)  The  department,  institution,  or  agency  may  expend  the  amount  authorized 
by  the  governor  only  for  the  purposes  specified  in  the  authorization. 

■'  *■  J  3)  The  governor  shall  report  to  the  next  legislature  in  a  special  section 
of  the  budget  the  amounts  expended  as  a  result  of  all  such  authorizations  granted 
by  him  and  shall  request  that  any  necessary  supplemental  appropriation  bills  be 
passed. 

If  the  supplemental  occurs  in  the  second  year  of  the  biennium,  it  is 
presented  to  the  legislature  during  session. 

BUDGET  AMENDMENTS 

During  the  interim  between  sessions,  an  agency  may  receive  additional 
spending  authority  through  budget  amendments.  Budget  amendments  are 
not  allowed  for  general  fund  spending,  however.  Section  17-7-401,  MCA, 
defines  a  budget  amendment  as: 

"Budget  amendment"  means  a  legislative  appropriation  to  increase  spending 
authority  for  the  special  revenue  fund>  proprietary  funds,  or  unrestricted 
subfund  contingent  on  total  compliance  with  all  budget  amendment  procedures. 

Budget  amendment  requirements  and  certifications  are  described  in 
Sections  17-7-402  and  17-7-403,  MCA.  Section  17-7-402,  MCA,  budget 
amendment  requirements,  follows  with  emphasis  added. 

17-7-402.   Budget  amendment  requirements. 

II)  No  budget  amendment  may  be  approved i 

(at   by  the  approving  authority,  except  a  budget  amendment  to  spend 
funds  which  were  not  available  for  legislative  consideration > 
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(b)  by  the  approving  authority  >  which  contains  any  sijfnificant 
ascertainable  commitment  for  any  present  or  future  increased  general  fund 
support} 

w 

(c)  by  the  approving  authority >  for  the  expenditure  of  money  in  the 
state  special  revenue  fund  unless  an  emergency  justifies  such  expenditure) 

(d)  by  the  approving  authority i  unless  it  will  provide  additional 
services  t 

(e)  by  the  approving  authority*  for  any  matter  of  which  the  requesting 
agency  had  knowledge  at  a  time  when  the  proposal  could  have  been  presented 
to  an  appropriation  subcommittee*  the  house  appropriations  committee*  or  the 
senate  finance  and  claims  committee  of  the  most  recent  legislative  session 
open  to  that  matter)  or 

(f )  to  extend  beyond  June  30  of  the  last  year  of  any  biennium. 

(ZJ  All  budget  amendments  shall  itemize  planned  expenditures  by  fiscal 
year. 

(3)  Each  budget  amendment  must  be  submitted  by  the  approving  authority  to 
the  budget  director  and  the  office  of  the  legislative  fiscal  analyst. 

Section     17-7-403,     MCA,     requires    budget    amendment    certification. 
This  section  reads: 

In  approving  a  budget  amendment*  the  approving  authority  shall  make  the 
following  certifications  and  in  addition  shall  provide  all  other  information 
required  below  as  an  integral  part  of  the  certif icationi 

(1)  The  approving  authority  shall  certify  thati 

(a)  specific  additional  services  will  be  provided  as  a  result  of  the 
expenditures  to  be  permitted  under  this  budget  amendment  and  shall  also  list 
each  specific  service  to  be  so  provided) 

(b)  the  specific  services  to  be  provided  under  this  budget  amendment 
are  necessary ) 

(c)  the  agency  requesting  this  budget  amendment  has  no  other 
reasonable  alternative  available  to  provide  the  additional  services.  Such 
certification  shall  specifically  include  determinations  by  the  approving 
authority  that  the  agency  cannot  provide  all  or  specific  parts  or  amounts  of 
the  additional  services  with  existing  personnel  because  of  the  present 
required  workload  of  existing  personnel  or  that  the  agency  is  unable  within 
its  existing  funding  to  fund  all  or  part  of  such  additional  services  from 
any  source  lawfully  available  to  it. 

(dl  the  budget  amendment  makes  no  ascertainable  present  or  future 
significant  commitment  for  increased  general  fund  support. 

iZ)  The  approving  authority  shall  include  in  its  certification  the  specific 
criteria  by  which  the  effectiveness  of  the  additional  services  will  be  evaluated 
and  shall  state  a  specific  follow-up  date  on  which  the  written  evaluation  of  such 
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services*  using  the  listed  criteria >  will  be  presented  to  the  legislative  fiscal 
analyst.  The  written  evaluation  must  be  presented  to  the  legislative  fiscal 
analyst  on  or  before  that  date. 

( 3 )  For  budget  amendments  to  spend  money  in  the  state  special  revenue  fund , 
the  approving  authority  shall  certify  that  an  emergency  justifies  the  expenditure 
and  shall  state  the  specific  nature  of  the  emergency,  the  date  on  which  the 
requesting  agency  became  aware  of  the  emergency,  and  the  manner  in  which  the 
requesting  agency  became  aware  of  the  emergency. 
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LIMITS  ON  DISBURSEMENTS 


The  amount  of  money  that  can  be  spent  by  any  department  is  limited 
by  the  temporary  appropriation  authority,  the  fund  balance,  the  cash 
balance,  and  the  limits  or  conditions  en  appropriations.  The  Governor  also 
has  the  authority  to  reduce  some  temporary  appropriations. 


APPROPRIATION  AUTHORITY 

Section  17-8-103,  MCA,  states  that  expenditures  in  excess  of  the 
legislative  appropriation  are  unlawful.     These  include  expenditures  from: 

1.  general  funds  appropriated  by  the  legislature; 

2.  other  funds  appropriated  by  the  legislature  to  allow  expenditure 
of  federal  revenues,  state  special  revenue  (earmarked),  and 
proprietary  account  revenues;  and 

3.  the  executive  branch  approving  expenditures  from  a  nongeneral 
fund  source  during  the  interim  that  was  not  considered  by  the 
legislature  through  the  budget  amendment  process.  The  amounts 
added  by  this  process  are  not  considered  part  of  a  budgetary 
base  for  the  next  session. 

If  spending  exceeds  or  will  exceed  by  fiscal  year  end  the  limits 
appropriated  or  budget  amended,  the  department  is  in  a  supplemental 
situation.  The  Governor  may  move  the  second  year's  fluids  appropriation 
forward  to  the  first  year.  But  there  is  no  biennium  appropriation 
authority  increase  until  the  legislature  approves  a  supplemental. 


FUND  BALANCE 

Section  17-2-107(2)  and  (3),  MCA,  states: 

I Z I  When  the  expenditure  of  an  appropriation  is  necessary  and  the  cash 
balance  in  the  account  from  which  the  appropriation  was  made  is  insufficient,  the 
department  of  administration  may  authorize  a  transfer >  as  a  temporary  loan 
bearing  no  interest;  of  unrestricted  moneys  from  other  accounts >  provided  that 
there  is  reasonable  evidence  that  the  income  will  be  sufficient  to  restore  the 
amount  so  transferred  within  1  calendar  year  and  provided  the  loan  is  recorded  in 
the  state  accounting  records.  The  loan  must  be  repaid  within  1  calendar  year  of 
the  date  the  loan  is  approved  unless  it  is  extended  under  subsection  (31  or  by 
specific  legislative  authorization.  No  account  shall  be  so  impaired  that  all 
proper  demands  thereon  cannot  be  net  even  if  the  loan  is  extended. 

•31  Under  unusual  circumstances  the  director  of  the  department  of 
administration  may  grant  one  extension  of  a  loan  for  up  to  1  year.  The 
department  of  administration  shall  prepare  a  written  justification  and  proposed 
repayment  plan  for  each  loan  extension  authorized  and  shall  furnish  a  copy  of  the 
written  justification  and  proposed  repayment  plan  to  the  house  appropriations  and 
senate  finance  and  claims  committees  at  the  next  legislative  session. 
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Some  agencies  were  collecting  funds  for  services  to  be  provided  in 
further  fiscal  years,  but  spending  some  of  the  money  in  the  current  fiscal 
year.  Section  17-8-107,  MCA,  limits  spending  deferred  revenue  with  one 
exception --the  Montana  Historical  Society.     The  section  reads  as  follows: 

17-8.107.   Limiiations  on  spending  deferred  revenue-exception. 

(1)  Except  as  provided  in  subsection  (2)>  no  agency*  including  any  unit  of 
the  university  system >  may  expend  deferred  revenue  for  current  fiscal  year 
operations.  For  purposes  of  this  section >  "deferred  revenue"  means  funds 
received  in  one  fiscal  year  but  properly  allocable  and  recorded  as  revenue  in  the 
subsequent  fiscal  year. 

I Z )  The  Montana  historical  society  is  exempt  from  the  provisions  of 
subsection  ( I )  to  the  extent  that  the  expenditure  of  deferred  revenue  received 
from  magazine  subscription  fees  is  necessary  to  finance  current  fiscal  year 
operations  for  the  publication  of  its  magazine  of  western  history. 


CASH 

Section  17-2-107(5)  states  in  part:  "No  accounting  entity  may  have  a 
negative  cash  balance  at  fiscal  year- end." 

APPROPRIATION  CONDITION/LIMITATION 

If  an  appropriation  contains  a  limitation  expenditure  it  shall  be  spent 
in  accordance  with  that  condition.  Section  17-8-103(2),  MCA,  reads  as 
follows: 

A  condition  or  limitation  contained  in  an  appropriation  act  shall  govern  the 
administration  and  expenditure  of  the  appropriation  until  the  appropriation  has 
been  expended  for  the  purpose  set  forth  in  the  act  or  until  such  condition  or 
limitation  is  changed  by  a  subsequent  appropriation  act.  In  no  event  does  a 
condition  or  limitation  contained  in  an  appropriation  act  amend  any  other 
statute. 


REDUCTION  OF  APPROPRIATION 

House  Bill  2,  Section  9,  Laws  of  1987  (boilerplate  of  the  General 
Appropriations  Act)  allows  the  Governor  to  reduce  certain  budgets  up  to 
15  percent  in  the  event  of  a  revenue  shortfall.     Section  9  reads  as  follows: 

Section  9.  Reduction  of  appropriation.  In  the  event  of  a  shortfall  in 
revenue*  the  governor  may  reduce  any  or  all  appropriations.  No  appropriation  may 
be  reduced  by  more  than  15/C.   The  following  appropriations  may  not  be  reducedi 

(I)  payment  of  interest  and  retirement  of  state  debt) 

12)  the  legislative  branch) 

(3)   the  judicial  branch) 
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(4)  school  foundation  program,  including  special  education)  or 

(5)  salaries  of  elected  officials  during  their  terms  of  office. 


EXAMPLES 

Four  examples  of  agencies  violating  these  limits  on  disbursements  are 
shown  below: 


1.  Exceeding  Appropriation  Authority 

This  example  is  from  the  Office  of  the  Legislative  Auditor  report  for 
the  State  Auditor's  office  in  fiscal  years  1985  and  1986,  pages  7  and  8. 

The  office  contracted  to  purchase  a  computer  system  in  fiscal  year 
1985-1986  and  a  purchase  order  was  issued.  The  system  was,  except  for 
approximately  $600  in  software,  received  by  the  office  during  fiscal  year 
1985-86.  The  expenditures  for  this  equipment  were  allocated  by  the  office 
between  fiscal  years  1985-86  and  1986-87.  The  allocations  were  $55,706  in 
fiscal  year  1985-86  and  $100,009  in  fiscal  year  1986-87.  The  allocated 
amounts  were  paid  in  the  respective  years. 

Section  17-1-102,  MCA,  requires  valid  obligations  existing  at  fiscal 
year- end  for  goods  and  services  received  be  accrued  as  expenditures  of 
that  fiscal  year.  State  policy  indicates  "Equipment  should  be  charged 
against  the  fiscal  year  in  which  the  purchase  order  has  been  issued." 
Thus,  the  $100,009  should  have  been  recorded  as  an  expenditure  in  fiscal 
year  1985-86.  Since  this  expenditure  was  not  properly  recorded,  general 
fund  expenditures  for  equipment  and  the  related  liability  in  fiscal  year 
1985-86  are  understated  by  $100.009.  Fiscal  year  1986-87  general  fund 
expenditures  are  overstated  by  the  same  amount.  If  the  office  had 
properly  recorded  this  expenditure  it  would  have  overspent  its 
appropriation  authority  for  fiscal  year  1985-86. 

Office  personnel  indicated  the  expenditure  was  not  accrued  because 
the  trial  period  for  the  equipment  was  not  concluded  until  fiscal  year 
1986-87  and  the  contract  with  the  vendor  indicated  no  payment  was  due 
until  after  the  trial  period.  However,  in  substance,  the  transaction  was 
complete  in  fiscal  year  1985-86  because  the  system  had  been  installed  and 
system  software  application  were  under  development  at  June  30,  1986. 
Additionally,  the  office  made  a  substantial  payment  prior  to  June  30,   1986. 

2.  Insufficient  Cash 

This  example  is  from  the  Office  of  the  Legislative  Auditor  for  the 
audit  ending  June  30,  1986,  on  Western  Montana  College,  pages  5  and  6. 

The  college  initially  pays  all  utility  costs  from  the  general  operating 
fund.  The  college  then  charges  the  auxiliary  fund's  housing  and  dining 
program  for  its  share  of  utility  costs. 
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College  personnel  charged  the  auxiliary  fund  for  July  through 
December  1985  utilities  in  January  1986  and  January  through  March  1986 
utilities  in  April  1986.  In  June  1986,  college  personnel  transferred  cash 
from  the  auxiliary  fund  to  the  general  operating  fund  to: 

A.  pay  $10,328  for  April  through  June  1986  utilities;  and 

B.  pay    $34,400    of    the    $81,825    previously    charged    for    July    1985 
through  March  1986  utilities. 

On  June  30,  1986,  the  auxiliary  fund  stiU  owed  the  general  operating 
fund  $47,425,  or  about  60  percent  of  these  nine  months  utilities.  The 
auxiliary  fund's  housing  and  dining  program  did  not  have  sufficient  cash 
at  June  30,  1986  to  reimburse  the  general  operating  fund  for  these  util- 
ities, due  to  the  operating  difficulties  discussed  in  the  previous  section  of 
this  report.  The  auxiliary  fund  reimbursed  the  general  operating  fund  for 
the  remaining  $47,425  of  fiscal  year  1985-86  utility  costs  in  September 
1986.  As  of  March  31,  1987,  the  college's  housing  and  dining  program  had 
not  been  charged  for,  and  had  not  paid,  any  utility  costs  incurred  after 
June  30,  1986.  At  the  end  of  March  1987,  the  housing  and  dining  program 
had  insufficient  cash  to  pay  for  its  share  of  utilities. 

The  college's  general  operating  fund  is,  in  effect,  financing  auxiliary 
fund  operations  through  an  unrecorded  loan  because: 

A.  college  personnel  do  not  record  utility  charges  to  the  auxiliary 
fund  on  a  timely  basis;  and 

B.  the   auxiliary    fund   is    unable    to    transfer    cash    to    the    general 
operating  fiuid  for  utility  charges  in  a  timely  manner. 

Section  17-2-107(4),  MCA,  reqtiires  inter-entity  loans  from  the 
general  operating  fund  to  the  auxiliary  fiuid  to  "bear  interest  at  a  rate 
eqmvalent  to  the  previous  fiscal  year's  average  rate  of  return  on  the 
board  of  investments'  short-term  investment  pool."  We  estimate  the  state's 
general  fund  lost  about  $2,200  in  investment  earnings  because  the  college's 
general  operating  fund  financed  its  auxiliary  fund  operations  for  fiscal 
year  1985-86  utility  charges. 

3.       Negative  Cash 

This  example  is  from  the  Office  of  the  Legislative  Auditor  report, 
ppge  5,  for  fiscal  year  ending  June  30,  1986,  for  the  office  of  the 
Governor  and  Lieutenant  Governor. 

In  the  1985  legislative  session,  the  legislature  placed  responsibility 
for  allocating  and  collecting  the  costs  of  the  statewide  audit  in  the  Office 
of  Budget  and  Program  Planning  (OBPP).  In  fiscal  year  1985-86,  OBPP 
billed  state  agencies  issuing  bonds.  Several  agencies  refused  to  pay  their 
statewide  audit  charges,  claiming  the  allocation  method  to  be  vmfair.  The 
Governor's  Office  accrued  revenue  and  recorded  receivables  for  these 
charges  on  June  30,  1986.  The  office  revised  the  audit  charge  schedule  in 
November  1986. 
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When  the  office  paid  a  bill  for  statewide  audit  services  in  October 
1986,  the  payment  resulted  in  a  negative  cash  balance  of  $31,564  in  the 
internal  service  fund  accounting  entity.  Section  17-2-107(5) (a),  MCA, 
prohibits  negative  accounting  entity  cash  balances  for  more  than  seven 
working  days.  As  of  December  31,  1986,  the  negative  balance  had  not 
been  corrected. 

4.  Appropriation  Condition 

This  example  is  from  the  Office  of  the  Legislative  Auditor  report  for 
fiscal  year  ending  June  30,  1986,  for  the  Department  of  Revenue. 

During  fiscal  year  1985-86,  the  department  transferred  $85,039  of 
expenditures  for  assessors'  regular  salaries  from  one  general  fund  appro- 
priation (property  valuation)  to  another  (airline  litigation).  House  Bill 
500,  Section  A,  Laws  of  1985,  provides  that  the  airline  litigation  appro- 
priation is  a  "biennial  appropriation  to  deal  with  legal  issues  arising  under 
federal  nondiscriminatory  taxation  acts.  .  .  This  appropriation  may  be 
used  only  for  attorney  fees,  expert  witnesses,  and  extraordinary  expenses 
associated  solely  with  resolving  disputes  related  to  such  legal  issues." 

Department  personnel  stated  that,  in  deciding  where  to  reduce  the 
department's  general  fund  budget  by  2  percent,  they  intended  to  reduce 
the  airline  litigation  rather  than  the  property  valuation  appropriation  by 
$85,039.  However,  when  the  department  processed  the  2  percent  budget 
cut,  it  took  the  cuts  from  its  general  operating  cost  appropriation.  In 
order  to  spend  within  its  appropriation  limits,  the  department  transferred 
expenditures  from  one  appropriation  to  the  other  rather  than  obtaining  a 
budget  amendment.  As  a  result  of  transferring  these  expenditures,  the 
department's  accounting  records  at  fiscal  year- end  1985-86  do  not 
accurately  reflect  the  cost  of  airline  litigation  separate  from  general 
operating  costs  recorded  within  its  property  valuation  program. 

Section  17-8-103(2),  MCA,  states  that  a  "condition  or  limitation 
contained  in  an  appropriation  act  shall  govern  the  administration  and 
expenditure  of  the  appropriation  until  the  appropriation  has  been  expended 
for  the  purpose  set  forth  in  the  act  or  until  such  condition  or  limitation  is 
changed  by  a  subsequent  appropriation  act."  Since  House  Bill  30,  Special 
Session  III,  June  1986,  contains  the  same  restrictions  regarding  the  airline 
litigation  appropriation  as  House  Bill  500,  the  transfer  of  general  fund 
expenditures  from  the  property  valuation  appropriation  to  the  airline 
litigation  appropriation  was  not  in  accordance  with  the  conditions  of  either 
appropriation  act. 

5.  Reduction  of  Appropriation 

Following  is  an  executive  order  issued  by  Governor  Schwinden  on 
January  15,  1986,  to  reduce  budgets  2  percent. 

WHEREAS)  General  Fund  revenue  collections  for  the  first  six  months  of  fiscal 
year  1986  are  below  the  collections  made  for  the  first  six  months  in  fiscal  year 
1985  and  below  the  revenue  projections  used  by  the  Forty-ninth  Legislature  to 
balance  the  state's  budget)  and 
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WHEREAS,  Section  9  of  "The  General  Appropriations  Act  of  1985"  (HB  500) 
authorizes  the  Governor  to  reduce  any  or  all  appropriations  15  percent  in  the 
event  of  a  shortfall  in  revenue!  and 

WHEREAS >  there  is  currently  a  shortfall  of  revenues  and 

WHEREAS,  it  is  necessary  to  reduce  state  expenditures  to  maintain  an 
adequate  fund  balance. 

NOW,  THEREFORE,  I,  TED  SCHWINDEN,  Governor  of  the  State  of  Montana,  by 
virtue  of  the  authority  vested  in  me  pursuant  to  the  constitution  and  laws  of  the 
State  of  Montana,  and  specifically  Section  9  of  HB  500,  do  hereby  order  as 
follows  I 

C 1 )  That  all  state  agencies  reduce  their  general  fund  appropriations  by  2 
percent  in  the  manner  specified  by  the  Office  of  Budget  and  Program 
Planning  in  a  memo  directed  to  each  agency. 

( Z )  That  all  reductions  be  submitted  to  CBPP  no  later  than  January  31 , 
1986. 

This  order  is  effective  immediately. 
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ACCOUNTABILITY  REQUIRED  FOR  INTERIM  EXPENDITURES 


Article  VIII,  Section  12  of  the  Montana  Constitution  requires  the 
legislature  by  law  to  insure  strict  accountability  of  all  funds  spent  by  the 
state.  Three  sections  of  the  law  to  control  state  spending  and  restrict  it 
to  the  legislatively  appropriated  levels  are  relevant  to  fiscal  oversight: 
the  operational  plan,  the  transfer  authority,  and  budget  amendments. 


OPERATIONAL  PLAN 

*  By  August  1  of  each  year,    every  agency  has  to  have  an  operational 

plan  which  complies  with  the  appropriation (s)  for  that  agency.  The 
operational  plan  must  comply  with  legislative  intent  and  be  detailed  at  the 
first  level  expenditure  object.  House  Bill  2,  Section  7,  Laws  of  1987, 
reads  as  follows: 

Operating  budget.  (1)  Expenditures  by  a  state  agency  must  be  made  in 
substantial  compliance  with  an  operating  budget  approved  by  an  approving  auth- 
ority as  defined  in  17-7-401.  Substantial  compliance  means  that  no  category  in 
the  approved  operating  budget  may  be  exceeded  by  more  than  S'/..  Appropriations  are 
contingent  upon  approval  of  the  operating  budget  by  August  1  of  each  fiscal  year. 
An  approved  original  operating  budget  must  comply  with  legislative  intent  as 
expressed  in  state  law  and  legislative  statements  of  intent.  Legislative  intent 
for  the  general  appropriations  act  includes  a  formally  adopted  narrative  that 
accompanies  the  act. 

( Z )  Each  operating  budget  must  include  expenditures  for  each  agency 
program >  detailed  at  least  by  the  categories  of  personal  services,  operating 
expenses)  equipment,  benefits  and  claims,  grants,  transfers,  and  local 
assistance.  Each  agency  shall  record  its  operating  budget  and  any  approved 
changes  on  the  statewide  budget  and  accounting  system.  Forms  used  for  changing 
an  operating  budget  must  reference  the  current  fully  completed  and  approved 
operating  budget,  show  the  proposed  changes  to  the  operating  budget,  and 
reference  any  other  pending  documents  to  change  the  operating  budget. 

As  the  appropriation  is  made  by  program,  each  program  has  an 
operational  plan  which  is  recorded  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS).  Spending  is  to  take  place  in  concurrence  with 
this  plan. 

When  changes  are  made  to  either  the  amount  of  money  to  be  expended 
for  the  program  or  the  type  of  expenditure  to  be  made  (personal  services 
versus  equipment,  etc.),  a  revised  operational  plan  must  be  approved. 
This  provides  a  continuous  tracking  of  the  interim  appropriation  changes. 
A  program's  operational  plan  may  be  adjusted  among  expenditure  types  by 
obtaining  the  approving  authorities'  approval. 

However,  to  change  the  amount  of  the  program's  total  appropriation, 
there  are  other  legal  requirements.  The  requirements  for  budget  amend- 
ments and  supplementals  are  discussed  in  the  section  titled  "Types  of 
Legislative   Appropriations."     The   transfer   authority  is   authorized  in   the 
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boilerplate  of  the  general  appropriations  act  as  discussed  in  the  following 
section . 


APPROPRIATION  TRANSFER  AUTHORITY 

House  Bill  2,  Section  8,  Laws  of  1987,  allows  program  transfers  within 
an  agency.  However,  these  transfers  must  be  for  justifiable  reasons  and 
are  Limited  to  5  percent  of  the  total  agency  budget.  Section  8  reads  as 
follows : 

Prog-ram  transfers.  Unless  prohibited  by  this  act  or  by  statute  >  the 
approving  authority  may  approve  agency  requests  to  transfer  appropriations 
between  programs  within  each  fund  type  within  each  fiscal  year.  The  transfer 
amount  may  not  exceed  B'/.  of  the  total  agency  appropriation.  All  program 
transfers  must  be  completed  within  the  same  fund  from  where  the  transfer 
originated.  A  request  for  a  transfer  accompanied  by  a  justification  explaining 
the  reason  for  the  transfer  must  be  submitted  by  the  requesting  agency  to  the 
approving  authority  and  the  legislative  fiscal  analyst.  Upon  approval  of  the 
transfer,  the  approving  authority  shall  inform  the  fiscal  analyst  of  the  approved 
transfer  and  the  justification  for  the  transfer. 


BUDGET  AMENDMENT  PROCEDURES 

Sections  17-7-401  through  17-7-405,  MCA,  allow  the  executive  to 
approve  a  budget  amendment  if  certain  criteria  and  procedures  are  met.  A 
budget  amendment  increases  the  program  expenditure  authority  and  a  new 
operational  plan  is  approved.  Section  17-7-404(4),  MCA,  which  requires 
the  Legislative  Fiscal  Analyst  to  review  each  budget  amendment,  reads  as 
follows : 

(4)  The  legislative  fiscal  analyst  shall  review  each  proposed  budget 
amendment  that  has  been  certified  by  the  approving  authority  for  compliance  with 
statutory  budget  amendment  requirements  and  standards  and  shall  present  a  written 
report  of  this  review  to  the  legislative  finance  committee.  Within  10  days  after 
the  meeting  of  the  legislative  finance  committee  that  considered  the  budget 
amendment;  the  legislative  fiscal  analyst  shall  submit  the  committee's  report  to 
the  approving  authority. 


USES  OF  THE  OPERATIONAL  PLAN 

Legislative  staff  uses  the  operational  plan  to:  1)  determine  that  the 
original  plan  is  in  compliance  with  legislative  intent;  2)  answer  legislative 
requests  for  information  about  agency  spending;  3)  monitor  the  agency 
program  transfers  as  specified  in  the  General  Appropriations  Act;  and  4) 
review  budget  amendments  as  required  in  Section  17-7-404(4).  Following 
are  two  examples  that  raise  questions  about  the  accountability  of  interim 
spending  in  compliance  with  an  approved  operational  plan. 

Example  1.     Department  of  Fish.  Wildlife,  and  Parks 

A  question  arises  about  the  Department  of  Fish,  Wildlife,  and  Parks 
planning  to  expand  funds  by  $3,695.     The  approved  operational  plan  does 
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not  match  the  budget  spending  allocation  in  the  financial  records  of  SBAS. 
The  analyst  is  not  able  to  tell  from  the  operational  plan  the  allocation  of 
the  current  or  revised  spending  authority. 

To  determine  the  current  spending  level,  the  analyst  can:  1)  find 
the  original  approved  operational  plan  and  adjust  it  for  all  B212's,  the 
operational  plan  change  form,  processed  to  date;  or  2)  look  up  the  budget 
allocation  in  the  SBAS.  With  the  current  level  authorized  spending  level 
allocation  determined,  the  analyst  should  theoretically  be  able  to  add  the 
new  change  to  the  present  current  level  and  obtain  the  revised  authorized 
allocation  of  the  spending  authority.  However,  when  attempting  to 
determine  the  current  spending  level  for  the  B212,  the  two  methods  did 
not  result  in  the  same  answer.  As  neither  the  agency  nor  the  budget 
office  (the  approving  authority)  has  indicated  its  representation  of  the 
current  level  spending  authority  on  the  B212,  the  analyst  cannot  determine 
the  final  resiilt  of  the  B212  change. 

Table  5  illustrates  how  the  answers  varied  between  the  approved 
operational  plan  method  and  the  operational  plan  allocation  in  the  SBAS. 
The  approved  operational  plan,  which  is  required  by  the  general 
appropriation  act  and  conforms  to  the  legislative  appropriations,  is  updated 
by  adjusting  it  for  all  approved  B212's. 


Table  5 

Department  of  Fish,  Wildlife,  and  Parks  -  Centralized  Services 

Comparison  of  Approved  Operational  Plan  to  SBAS 


Initial 

Program 

Op .  Plan 

Revised 

Differences 

Object  of 

Approved 

transfer 

Changes 

Approved 

December 

SBAS  versus 

Expenditure 

Op.  Plan 

Doc  «29 
$  15,000 

Doc  t92 
$  16,524 

Op.  Plan 
$1,066,001 

SBAS 

Op.  Plan 

Personal  Svc. 

$1,092,934 

$  (26,933) 

Operating  Exp. 

2,078,460 

(11,305) 

(16,524) 

2,050,631 

2,213,134 

(162,503) 

Equipment 

5<>6,936 

-0- 

-0- 

546,936 

532,500 

14,436 

Fed.  Grants 

40,000 

-0- 

-0- 

40,000 

-0- 

40,000 

Transfers 

235,000 

-0- 

-0- 

235,000 

100,000 

135,000 

Total 


$3,934,873 


$   3,695 


$3,938,568   $3,938,568 
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Note  the  revised  approved  operational  plan  budget  allocations  do  not 
equal  the  operational  budget  allocation  in  SBAS  even  though  the  totals 
agree.  There  has  been  a  shift  in  the  budget  from  equipment,  grants,  and 
transfer  categories  to  personal  services  and  operating  expense  categories. 

SBAS  was  designed  to  be  a  budgeting  system  as  well  as  an  accounting 
system.  If  the  budget  allocations  do  not  conform  to  the  approved 
operational  plans,  then  the  capabilities  of  SBAS  are  not  being  utilized. 
SBAS,  the  official  state  accounting  system,  is  utilized  by  program 
managers  to  monitor  their  program  expenditures  as  compared  to  their 
budgets.  It  is  also  the  permanent  state  financial  record  used  as  a  base 
for  budget  analysis  and  financial  reports. 
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It  is  important  that  SB  AS  reflect  the  approved  operational  plans, 
since:  1)  there  is  not  always  a  readily  available  record  of  the  approved 
operational  plan  available,  even  to  managers  who  deal  directly  with  the 
fiscal  operations  of  an  agency;  2)  program  managers  are  relying  on  SBAS 
records  to  monitor  program  expenditures;  and  3)  SBAS  is  the  only 
permanent  record  of  budget  allocations. 

Example  2.     Department  of  Highways 

To  further  illustrate  the  problem  in  determining  the  "real"  operational 
plan  and  to  show  that  significant  dollar  amoiints  and  policy  questions  are 
also  involved.  Table  6  was  prepared.  This  table  shows  operational  plan 
differences  for  the  Department  of  Highways'  construction  program  as  they 
appear  in  the  difference  source  documents  for  the  month  of  November. 


Table  6 
Department  of  Highways'  Construction  Program 
Comparison  of  Operational  Plans -November  1985 


November 
SBAS 

Oper.   Plan 
Change  DOH 
Document  #15 

650.40 

Dept.   of  Highways 
Budget  Status 
Report  November 

FTE 

N/A 

650.40 

Personal  Services 
Operating  Expenses 
Equipment 

$  17,759,276 

192,405,912 

217.976 

$  16,558,740 

193,367,189 

217.976 

$  17,759,276 

192,405,912 

217.976 

Total 

lilQJii^lii 

|aiQ^l|3i9Q5 

IglQJiiUil 

Table  6  shows  that  there  is  $1.2  million  more  allocated  to  the  personal 
services  budget  in  SBAS  and  the  department's  internal  budget  status 
report  than  was  approved  by  the  approving  authority  as  shown  on  the 
department's  operational  plan  change  in  November.  These  additional  funds 
were  allocated  by  the  department  from  operating  expenses  to  personal 
services  without  going  through  the  approving  authority.  This  imapproved 
allocation  to  personal  services  was  discovered  by  the  Fiscal  Analyst's 
Office  when  answering  a  legislative  request  about  vacant  positions  in  the 
highway  department.  During  this  review,  the  Department  of  Highways 
represented  that  the  internal  budget  allocation,  equivalent  to  SBAS,  was 
the  spending  plan  being  pursued  by  the  department,  not  the  approved 
operational  plan. 

Moving  the  $1.2  million  from  operating  expenses  to  personal  services 
involved  policy  decisions  of  importance  to  the  legislature.  Some  implica- 
tions of  these  policy  decisions  are: 

1.       Although   no   more   FTE   are    being   added    to    the    Department    of 
Highways,   the  department  budgeted  $1.2  million  more  in  personal 
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services  than  It  requested  and  received  from  the  legislature. 
This  increase  is  due  to  hiring  staff  at  higher  salaries.  Despite 
the  higher  personal  services  budget,  8  percent  of  positions  in 
the  program  are  vacant  as  of  fiscal  1986. 

2.  The  budget  on  SBAS  establishes  a  higher  ongoing  personal 
services  base,  even  if  all  employees  are  not  retained.  Those 
who  are  may  be  at  a  higher  level  than  represented  to  and 
funded  by  the  legislature. 

3.  The  personal  services  increase  was  budgeted  by  removing  con- 
tractor payments  for  actual  road  construction  costs.  This 
change  reduces  the  amount  of  public  services  (specifically  roads) 
provided  by  the  department.  To  maintain  its  construction 
program  in  the  future,  the  department  may  request  additional 
spending  authority  in  contracted  services  from  the  1987 
legislature.  Thus,  both  the  personal  services  and  contracted 
services  components  of  the  expenditure  base  may  be  increased 
from  legislative  intent. 


SPENDING  IN  NONCOMPLIANCE  WITH  OPERATIONAL  PLAN 

This  example  is  taken  from  the  Legislative  Auditor's  Report  to  the 
Legislature:  Department  of  Agriculture  Financial- Compliance  Audit  for  the 
Two  Fiscal  Years  Ended  June  30.  1985.  page  12. 

House  Bill  447,  Section  7,  Laws  of  1983,  the  General  Appropriations 
Act,  requires  that  expenditures  be  made  according  to  operating  plans 
approved  by  the  Office  of  Budget  and  Program  Planning.  An  operating 
plan  includes  expenditures  for  each  agency  program,  detailed  at  least  by 
amounts  for  personal  services,  operating  expenses,  equipment,  benefits 
and  claims,  grants,  and  local  assistance. 

The  department  did  not  overspend  its  appropriations  in  total. 
However,  department  expenditures  exceeded  approved  operating  plans  in 
six  of  eight  programs  each  fiscal  year.  Within  these  programs,  the 
department  expended  in  excess  of  approved  operating  plans  14  times 
during  the  audit  period. 

In  order  to  comply  with  the  appropriations  laws,  operating  plan 
amendments  should  be  submitted  to  the  Office  of  Budget  and  Program 
Planning.  The  department  submitted  operating  plans  for  each  appropria- 
tion and  budget  amendment,  but  did  not  submit  operating  plan  amend- 
ments . 
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WEAKNESSES  OF  PROPRIETARY  AND  UNIVERSITY-DESIGNATED  FUNDS 


1.  Spending    authority    is     frequently    increased     throu^^h    bud^^et 
amendment. 

2.  EBgher  than  necessary  fees  allow  the  agency  to: 

A.  increase   the    operating   base    of   all   agencies    receiving    the 
reimbursable  service;  and 

B.  accumulate  reserve  funds  in  the  revolving  account. 

This  is  illustrated  in  the  the  Legislative  Auditor's  Report  on  Eastern 
Montana  College  for  fiscal  1986,  page  3.     Part  of  the  audit  states: 

"EMC  operates  eight  recharge  centers  within  the  Designated  Subfund.  The 
eight  centers  arei  Central  Stores,  Copy  Room,  Motor  Pool,  Printing,  Computer, 
Maintenance,  Telephone,  and  Mail.  These  centers  provide  services  on  a 
reimbursement  basis  for  other  EMC  departments  or  offices. 

During  fiscal  year  1985-86,  the  eight  recharge  centers  had  revenues  which 
exceeded  expenditures  by  $201,024-  and  ending  fund  balances  of  $838,595  as  shown 
below. 

EMC  RECHARGE  CENTERS 


Fiscal 

Year 

1985-1986 

Excess 

Revenues 

Over (Under ) 

Fund 
Balance 
June  30, 

Recharge  Centers 

Revenues 
$   68,633 

Expenditures 
$   62,506 

Expenditures 
$  6,127 

1986 

Stores 

$   71,367 

Copy  Room 

100,026 

75,619 

24,407 

77,273 

Motor  Pool 

21,109 

25,811 

(4,702) 

25,819 

Printing  Services 

166,975 

166,094 

881 

19,814 

Computer 

674,206 

614,025 

60,181 

286,704 

Maintenance  Service 

798,743 

694,125 

104,618 

299,208 

Telephone  Service 

392,250 

395,847 

(3,597) 

43,157 

Hail 

99,176 

86,067 

13,109 

15,253 

Total  Recharge  Centers 

$2,321,118 

$2 

:, 120,094 

$201,024_ 

$838,595 

Sources   Prepared  by  the  Office  of  the  Legislative  Auditor 


Users  of  these  services  paid  $201,024  more  than  the  costs  of  the  services 
provided,  which  indicates  most  of  the  individual  recharge  rates  may  have  been  too 
high  during  fiscal  year  1985-86.  The  accumulated  fund  balances  of  $838,500 
indicate  revenues  exceeded  expenditures  in  prior  years  also.  The  departments  or 
offices  which  pay  for  designated  goods  and  services  are  funded  in  part  by  the 
state  General  Fund  and/or  in  some  instances  by  federal  programs.  It  was  not 
practical  for  use  to  determine  the  portion  of  the  $838,500  fund  balance 
attributed  to  General  Fund  or  federal  program  charges." 


3.       Reserve  funds   have   been   used   to   expand   existing  services   or 
add  new  services. 
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ACCRUALS  IN  STATE  GOVERNMENT 


Accrual:     recording  unpaid  obligations  as  expenses  at  fiscal  year- end. 

A  weakness  in  the  accrual  process  is  the  tendency  to  accrue  year- end 
surplus  fluids  for  additional  expenditures  which  otherwise  might  not  occur. 
For  instance,  the  agency  might  make  an  accrual  for  additional  equipment 
that  otherwise  would  not  be  purchased  had  the  surplus  not  occurred. 
This  practice  increases  state  spending.  Section  17-7-302,  MCA,  which 
follows,  addresses  encumbering  fiscal  year- end  obligations. 

17-7-302.  Encumbrance  of  year-end  obligations. 

(1)  Any  valid  obligation  not  paid  within  the  fiscal  year>  including  valid 
written  interagency  or  intra-agency  service  agreements  for  systems  development* 
shall  be  encumbered  for  payment  thereof  at  the  end  of  each  fiscal  year  in  the 
department  of  administration's  accounts.  Except  as  provided  in  subsection  (Z), 
an  appropriation  shall  be  deemed  to  be  encumbered  at  the  time  and  to  the  extent 
that  a  valid  obligation  against  the  appropriation  is  created. 

( Z )  An  appropriation  may  be  encumbered  by  a  written  interagency  or 
intra-agency  agreement  with  the  department  for  the  alteration,  repair, 
maintenance,  or  renovation  of  a  building  pursuant  to  the  provisions  of  Title  18, 
chapter  2.  If  the  appropriation  is  not  encumbered  by  a  valid  obligation  at  the 
end  of  the  next  fiscal  year,  the  appropriation  reverts  to  the  fund  from  which  it 
was  originally  appropriated. 

At  year- end  the  State  of  Montana  records  obligations  incurred  but  not 
paid  as  expenditures  or  withdrawals.  Criteria  for  determining  valid  obli- 
gations include  the  following: 

1.  Payroll  costs  should  be  accrued  in  the  fiscal  year  they  are 
earned.  However,  vacation  and  sick  leave  should  be  expended 
when  they  are  paid,  not  when  they  are  earned. 

2.  Services  should  be  accrued  in  the  same  fiscal  year  that  they  are 
rendered.      However,    service  contracts  and  systems  development 

,  contracts  that  extend  into  the  next  fiscal  year  may  be  accrued  in 

the  previous  fiscal  year. 

3.  Equipment  is  accrued  in  the  same  fiscal  year  that  the  purchase 
order  is  issued. 

4.  Supplies  and  materials  may  be  accrued  in  the  same  fiscal  year 
that  the  purchase  order  is  written.  However,  agencies  are 
encouraged  to  expend  these  items  in  the  year  the  goods  are 
received. 
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REVERSIONS 

If  no  valid  obligations  were  incurred  against  the  remaining 
appropriation,  the  money  reverts  to  the  fund  from  which  it  was 
appropriated.     Section  17-7-304,  MCA,  reads: 

Disposal  of  unexpended  appropriations.  All  moneys  appropriated  for  any 
specific  purpose  shall >  after  the  expiration  of  the  time  for  which  so 
appropriated*  revert  to  the  several  funds  and  accounts  from  which  originally 
appropriated.  However >  any  unexpended  balance  in  any  specific  appropriation  nay 
be  used  for  the  years  for  which  the  appropriation  was  made. 


EXAMPLE 

Following  is  an  example  of  accruing  funds  when  no  valid  obligation 
occurred.  It  is  from  the  Legislative  Auditor's  Report  to  the  Legislature: 
Department  of  Institutions  Financial- Compliance  Audit  for  the  Two  Years 
Ended  June  30.  1985. 

At  the  end  of  fiscal  year  1983-84,  the  Department  of  Institutions 
accrued  expenditures  of  $38,100  for  computer  services  and  equipment.  In 
addition,  the  department  instructed  ten  institutions,  including  the  Montana 
State  Hospital,  to  accrue  expenditures  of  $10,000  each  for  computer  equip- 
ment. These  accruals  were  based  on  a  $138,100  service  agreement  between 
the  Systems  Development  Bureau  of  the  Department  of  Administration 
(SDB)  and  the  Department  of  Institutions. 

The  service  agreement  between  SDB  and  the  department  states  that 
the  agreement  is  subject  to  cancellation  at  any  time  and,  before  any 
services  are  rendered,  the  agreement  will  have  to  be  revised  to  identify 
specific  responsibilities,  tasks,  and  deliverables.  No  specific  services  are 
identified  in  the  agreement.  Through  this  service  agreement  the 
department  and  the  ten  institutions  have  improperly  accrued  remaining 
budget  authority  based  on  unspecified  services. 

Department  and  individual  institution  officials  have  stated  this  accrual 
includes  the  purchase  of  equipment.  Section  2-1420.33  of  the  Montana 
Operations  Manual  (MOM)  states  that  before  expenditures  for  the  purchase 
of  eqxiipment  are  accrued: 

A  purchase  order >  creating  a  valid  obligation  to  purchase  equipment,  must  be 
issued. . . 

At  the  time  of  the  accrual,  neither  the  department  nor  any  of  the 
individual  institutions  were  under  any  obligation  to  purchase  any 
equipment.  The  agreement  with  SDB  did  not  identify  specific  equipment, 
nor  were  any  purchase  orders  issued.  In  addition,  the  SDB  does  not  sell 
data  processing  equipment,  it  provides  systems  development  services. 

MOM  Section  2-1420.32  states  that: 

As  a  general  rule>  services  must  have  been  rendered  during  the  fiscal  year  in 
which  the  anticipated  expenditure  is  to  be  accrued. .  .  Valid  written  interagency 
or  intra-agency  service  agreements  for  systems  development  shall  be  encumbered 
for  payment  thereof  at  the  end  of  each  fiscal  year. 
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The  agreement  with  SDB  is  not  a  valid  agreement.  The  agreement 
can  be  eaneelled  at  any  time  and  no  specific  services  ar^  discussed  in  th9 
agreement . 

The  Department  of  Institutions  and  the  ten  individual  institutions 
involved  have  circtunvented  the  appropriations  process  by  entering  into  a 
generic  agreement  in  order  to  apcrue  expenditures  and  thereby  extend 
appropriation  authority  to  a  future  fiscal  year. 

If  it  was  nqt  possible  for  the  department  to  identify  its  specific 
computer  and  systems  development  needs  by  fiscal  year- end,  the 
department  should  have  requested  appropriation  authority  to  develop  the 
needed  system  in  subsequent  fiscal  years.  By  accruing  the  expenditures 
described  above,  the  department  and  the  ^dividual  institutions  h^v^ 
violated  state  accounting  policy. 
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BUDGET  VOCABULARY 


Accrual :  recording  incurred  but  luipaid  obligations  as  expenses  at 
fiscal  year -end. 

Administrative  Appropriations :  a  term  established  and  defined  by  the 
executive  branch  as  authorization  to  spend  nonappropriated  fluids  such  as 
debt  service  and  agency  funds.  Administrative  appropriations  are 
executive  branch  action  to  identify  moneys  intended  for  a  specific  purpose 
and  are  established  for  agency  administrative  purposes  only.  The  term 
"administrative  appropriations"  is  not  defined  or  used  in  the  Montana  Code 
Annotated. 

Agency:  each  state  office,  department,  division,  board,  commission, 
council,  committee,  institution,  university  unit,  or  other  entity  or 
instrumentality  of  the  executive  branch,  office  of  the  judicial  branch,  or 
office  of  the  legislative  branch  of  state  government. 

Appropriation :  there  are  three  types  of  appropriations  within  the 
meaning  of  "appropriation  made  by  law"  as  used  in  Article  VIII,  Section 
14,  of  the  Montana  Constitution: 

1.  temporary  appropriations  enacted  by  the  legislature  as  part  of 
designated  appropriation  bills  or  sections  designated  as 
appropriations  in  other  bills; 

2.  temporary  appropriations  made  by  valid  budget  amendment;  and 

3.  statutory  appropriations  made  by  permanent  law  in  conformance 
with  Section  17-7-502,  MCA. 

Approving  Authority:  the  Governor  or  his  designated  representative 
for  executive  branch  agencies;  the  Chief  Justice  of  the  Supreme  Court  for 
judicial  branch  agencies;  appropriate  legislative  committees  for  legislative 
branch  agencies;  or  the  Board  of  Regents  or  its  designated  representative 
for  the  university  system. 

Average  Number  Belonging  (ANB);  the  enrollment  measure  used  for 
foundation  program  calculations.  It  is  computed  by  adding  aggregate  ds'ys 
present  to  aggregate  days  absent,  dividing  the  sum  by  180,  adding  any 
ANB  increase  approved  under  Section  20-9-313,  MCA,  and  rounding  the 
total  up  to  a  whole  number. 

Base  Year:  the  fiscal  year  from  which  the  budget  development  is 
started  for  the  next  biennium.  In  recent  sessions,  the  legislature  has 
used  the  first  year  of  the  current  biennium  because  the  expenditures  are 
actual  and  completed  for  the  year.  In  earlier  sessions,  the  current- year 
budget  was  used.  This  procedure  was  dropped  because  it  perpetuated 
budget  figures  which  did  not  necessarily  reflect  actual  expenditures. 
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Biennium:  a  period  covering  two  fiscal  years.  The  even  fiscal  year 
is  the  first  year  of  the  biennium.  Appropriations  in  the  regular  session 
cover  the  period  starting  the  following  July  1  and  the  ensuing  two  years. 

Biennial  Appropriation :  an  appropriation  which  can  be  expended 
during  either  or  both  years  of  the  biennium.  It  is  not  restricted  to  one 
specific  fiscal  year  of  the  biennium. 

.  Budget  Amendment:  a  legislative  appropriation  to  increase  spending 
authority  for  the  special  revenue  fund,  proprietary  fluids,  or  unrestricted 
subfund  contingent  on  total  compliance  with  all  budget  amendment 
procedures . 

Building:     1.     a  building,  facility,  or  structure: 

A.  constructed  or  purchased  wholly  or  in  part  with  state 
moneys; 

B.  located  at  a  state  institution;  or 

C.  owned  or  to  be  owned  by  a  state  agency,  including  the 
Department  of  Highways. 

2.       "Building"  does  not  include  a: 

A.  building,  facility,  or  structure  owned  or  to  be  owned  by  a 
county,  city,  town,  school  district,  or  special  improvement 
district;  or 

B.  facility  or  structure  used  as  a  component  part  of  a  highway 
or  water  conservation  project. 

Capital  Budget:  deals  with  large  expenditures  for  capital  items 
normally  financed  by  borrowing.  Usually  capital  items  have  long-range 
returns,  useful  life  spans,  are  relatively  expensive,  and  have  physical 
presence  such  as  a  building,   road,  sewage  system,  etc. 

"Cats  and  Dogs" :  bills  containing  appropriations  other  than  the 
General  Appropriation  Act  and  the  long-range  building  appropriation  bill. 

Commtmity  Services  Courses :  offered  at  a  community  college  and 
typically  generate  no  credit  hours  toward  the  students'  graduation  and/or 
the  college's  calculation  of  full-time  equivalent  enrollment.  These  courses 
are  generally  recreational  in  nature  (i.e.,  fly-tying,  gardening,  and  infant 
swimming) . 

Compensation:  the  total  cost  of  salaries  and  benefits;  therefore, 
employer  contributions  for  health  insurance,  social  security,  retirement, 
unemployment  insurance,  and  workers'  compensation  insurance  are 
included. 

Construction :  includes  construction,  repair,  alteration,  and 
equipping  and  furnishing  during  construction,   repair,  or  alteration. 
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Continuing  Appropriation:  an  appropriation  which  continues  beyond 
one  biennium.  Sometimes  the  executive  branch  will  code  the  second  year 
of  a  biennial  appropriation  as  a  continuing  appropriation  in  SBAS. 

Current  Funding  Level:  level  of  funding  required  to  maintain 
operations  and  services  at  the  level  authorized  by  the  previous  legislature, 
after  adjustment  for  inflation. 

Debt  Service:  the  payment  on  outstanding  bonds.  Article  VIII, 
Section  14,  of  the  Montana  Constitution  states:  "Except  for  interest  on  the 
public  debt,  no  money  shall  be  paid  out  of  the  treasury  unless  upon  an 
appropriation  made  by  law..." 

Deferred  Revenue:  funds  received  in  one  fiscal  year  but  properly 
allocated  and  recorded  as  revenue  in  the  subsequent  fiscal  year. 

Earmarked  Revenue:  funds  from  a  specific  source  which  can  be  spent 
only  for  designated  activity.  Example:  gasoline  taxes  can  only  be  spent 
for  highway  construction  and  maintenance.  In  the  state  fund  structure, 
this  is  called  state  special  revenue. 

First.  Second,  and  Third  Levels:  refer  to  the  expenditure  level  in 
SBAS.  Third  level  is  the  lowest  category  of  accounting  for  dollars  spent. 
For  example,  third  level  is  the  finest  detail  available  on  how  the  travel 
dollars  were  spent:  meals,  gas,  tires,  airplane  travel,  etc.  Second  level 
summarizes  all  expenditures  into  broad  categories.  For  example,  all  travel 
is  summarized  as  one  number.  First  level  summarizes  into  very  basic  and 
broad  areas  of  expenditures  such  as  personal  services,  operating 
expenses,  and  equipment.  The  Governor's  budget  and  the  LFA's  Budget 
Analysis  are  presented  at  the  first  level.  However,  the  committees 
generally  review  expenditures  at  the  second  level.  Analysts  have  reviewed 
all  third-level  expenditures  to  fully  understand  the  budget  and  be 
prepared  to  note  problems  if  they  are  reflected  at  the  third  level. 

Fiscal  Year:  July  1  through  June  30  for  the  State  of  Montana.  The 
standard  federal  fiscal  year  is  October  1  through  September  30.  Certain 
federal  grants  may  have  different  fiscal  years,  based  on  the  date  of  the 
grant  award. 

Fiscal  Year  Full-Time  Equivalent  (FYFTE):  a  position  budgeted  for 
fiill  time  or  2,080  hours  a  year. 

Full-Faith- and- Credit- Debt:  long-term  debts  in  which  the  credit 
(including  the  implied  power  of  taxation)  is  unconditionally  pledged  by  the 
government. 

FuU-Time  Equivalent  (FTE):  the  number  of  actual  full-time  positions 
authorized  by  the  legislature.  However,  an  agency  may  have  more 
individual  employees  because  some  work  part  time. 

Fluid  Balance:  the  difference  between  an  accounting  entity's  assets 
and  liabilities  equals  the  fund  balance. 

Generally  Accepted  Accounting  Principles  (GAAP):  conforms  with  the 
national  accounting  rules.     Proper  accounting  is  that  which  will  render  the 
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financial  statements  not  misleading  to  the  users  of  the  information. 
Accounting  principles  give  gmdance  in  presenting  the  financial  information 
that  provides  a  reasonable  representation  of  the  entity's  activity  and 
financial  position  for  a  specified  period  and  at  a  specific  date.  Generally 
accepted  accounting  principles  are  promulgated  by  the  Financial  Accounting 
Standards  Board  (FASB)  and  the  Governmental  Accounting  Standards 
Board  (GASB). 

Incremental  Budgeting:  focuses  on  the  current- year  budget  request 
with  emphasis  on  increases  from  the  current  year.  The  analysts  normally 
will  want  information  on  all  activities  being  planned  in  the  budget  year  but 
the  focus  will  be  upon  the  program  changes  from  the  current  year. 

Indirect  Costs:  the  overhead  cost  of  administering  federal  grants  or 
programs  incurred  by  the  state.  These  costs  are  reimbursed  by  the 
federal  government  at  a  prenegotiated  rate. 

Inflation :  commonly  defined  as  an  increase  in  the  overall  level  of 
prices.  The  rate  of  inflation  is  measured  by  changes  in  a  price  index 
such  as  the  consumer  price  index  (CPI)  which  covers  a  variety  of  goods 
and  services  purchased  by  households. 

Legislative  Interacting  Budgeting  System  (LIBS):  tracks  all  budget 
detail  on  the  computer  for  the  general  appropriations  bill. 

Line  Item:  an  appropriation  made  for  a  very  specific  purpose  and 
which  cannot  be  used  for  any  other  purpose.  The  appropriation  is 
specifically  separated  from  the  administrative  agencies'  normal  program 
appropriations.  Sometimes  a  hue-item  appropriation  will  have  clarifying 
language  included  in  the  appropriation  bill  if  the  line-item  title  is  not 
sufficiently  clear  to  its  purpose  and  limitations. 

Maintenance  of  Effort:  some  federal  programs  require  the  state  to 
maintain  some  previous  years'  level  of  state  spending  to  receive  federal 
funds.  This  requirement  does  not  state  that  federal  funds  must  increase. 
Federal  funds  can  decrease,  yet  the  state  spending  cannot. 

Matching  Ratio :  many  federal  programs  require  the  state  to  pay  a 
percentage  of  a  program  in  order  to  receive  federal  funds.  For  example, 
a  25  percent  match  means  one-fourth  of  the  program  is  state  supported. 

'  Modified  Funding  Level:  the  current  funding  level  as  adjusted  to 
reflect  workload  increases,  the  provision  of  new  services,  or  changes  in 
authorized  funding. 

Operating  Budget:  deals  with  everyday  activities.  In  most  cases, 
these  expenses  are  depleted  in  a  single  year. 

Operational  Plan:  a  financial  outline  of  how  the  program  intends  to 
spend  the  appropriated  amount.  Broken  into  detailed  expenditure 
categories,  this  plan  should  reflect  legislative  intent. 

Operational  Plan  Amendments:  moneys  transferred  between  expendi- 
ture categories  within  a  program  during  the  year.  Such  transfers  occur 
to  cover  shortages  or  to  utilize  surpluses. 
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Pay  Plan:  pay  schedule  listing  the  state  salary  rate  for  each 
classified  position  according  to  that  position's  grade  and  step. 

Payroll.  Personnel,  and  Position  Control  System:  provides  reports  on 
each  budgeted  or  paid  position  in  state  government  except  for  the  Montana 
university  system. 

Program  Transfer:  funds  can  be  transferred  between  programs  as 
long  as  the  total  amounts  transferred  during  the  fiscal  year  do  not  exceed 
5  percent  of  the  total  agency  budget  and  the  transfer  is  not  specifically 
prohibited  by  statute  or  the  act  containing  the  legislative  appropriation. 

School  Foundation  Program:  the  minimtim  operating  expenditures,  as 
established  in  Title  20,  Chapter  9,  Part  3,  MCA,  that  are  sufficient  to 
provide  for  the  educational  program  of  a  school.  The  foundation  program 
relates  only  to  those  expenditures  authorized  by  a  district's  general  fund 
budget  and  may  not  include  expenditures  from  any  other  fund. 

Short-Term  Investment  Pool  (STIP):  managed  by  the  State  Board  of 
Investments.  Participants,  which  may  be  local  governments  or  accounts  in 
the  state  treasury,  buy  shares  in  the  pool.  Funds  are  invested  in  short- 
term  securities  such  as  bankers'  acceptances  and  corporate  obligations. 

Statewide  Budgeting  and  Accounting  System  (SBAS):  the  accounting 
system  used  by  all  state  government  entities  which  tracks  all  financial 
transactions . 

Statutory  Appropriation:  an  appropriation  made  by  permanent  law 
that  authorizes  spending  by  a  state  agency  without  the  need  for  a  biennial 
legislative  appropriation  or  budget  amendment. 

Student  Contact  Hours:  the  number  of  hours  students  spend  in  the 
classroom  with  an  instructor.  It  is  calculated  by  taking  enrollment  times 
the  instructional  hours  per  day  times  the  instructional  days  per  quarter. 

Student  Credit  Hour:  the  classes  that  one  student  takes  to  earn  one 
academic  credit.  Typically  this  is  one  class  per  week  for  a  12 -week 
quarter.  In  laboratory  classes  it  usually  represents  more  than  one  hour 
per  week. 

Supplemental  Appropriation:  an  additional  appropriation  made  by  the 
legislature  to  augment  the  agency's  other  appropriations  that  were  recei^^ed 
in  the  previous  regular  session. 

Tax  Anticipation  Notes:  emergency  borrowing  by  state  government 
against  future  anticipated  tax  revenue. 

University  System  Unit:  includes  the  Board  of  Regents,  office  of  the 
Commissioner  of  Higher  Education,  University  of  Montana  at  Missoula, 
Montana  State  University  at  Bozeman,  Montana  College  of  Mineral  Science 
and  Technology  at  Butte,  Eastern  Montana  College  at  Billings,  Northern 
Montana  College  at  Havre,  Western  Montana  College  at  Dillon,  the 
Agricultural  Experiment  Station  with  central  offices  at  Bozeman,  the 
Cooperative  Extension  Service  with  central  offices  at  Bozeman,  the  Forest 
and       Conservation       Experiment       Station       with       central       offices       at 
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Missoula,    or    the    Bureau    of    Mines    and    Geology    with    central    offices    at 
Butte. 

Vacancy  Savings:  the  amount  of  savings  realized  by  staff  turnover. 
A  position  may  remain  vacant  or  a  replacement  hired  at  a  lower  grade 
and/or  step  than  the  agency  was  budgeted  for. 

Zero  -  Base  Expenditures :  the  expenditure  items  were  individually 
examined  and  justified,  or  the  base- year  expenditure  level  was  not 
accepted  or  primarily  accepted  with  minor  adjustments. 
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DATA  SYSTEMS 
STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  (SBAS) 


The  Statewide  Budgeting  and  Accoxinting  System  (SBAS)  is  a  central- 
ly maintained,  computer  driven,  full- spectrum  double -entry  bookkeeping 
and  financial  reporting  system  maintained  and  operated  by  the  Department 
of  Administration  on  behalf  of  user  agencies. 

The  information  in  SBAS  is  structured  so  that  the  report  user  can 
examine  each  individual  transaction  or  see  these  transactions  through  to 
management  and  activity  reports. 

Most  departments  have  an  organizational  structure  that  combines 
subprograms  into  programs,  programs  into  divisions,  and  divisions  into  a 
department.     Illustration  4  shows  this  concept. 


Illustration  4 
Department  Organization  Structure 


Department 


Division 


Division 


Program 


Program 


Subprogram 
Subprogram 


-  Subprogram 

-  Subprogram 


SBAS  is  structured  so  that  financial  reports  can  be  generated  to 
parallel  the  department's  organizational  structure.  Illustration  5  shows  the 
most  common  reports  used  to  examine  expenditure  levels. 
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Illustration  5 
SBAS  Financial  Report  Structure 


Agency  Summary 


663 


Division 
Report 


662 


662 


Program  Report 


661 


662 


662 


661 


Subprogram  report  661 
Subprogram  report  661 


Individual  Transactions 


Individual  expenditure  transactions  are  recorded  and  reported  in  the 
document  central  log  from  number  398. 

A  responsibility  center  financial  report  (SBAS-661)  is  the  lowest  level 
financial  summary  report  of  the  individual  documents.  It  reports  a  sepa- 
rate unit  of  financial  activity  that  is  assigned  to  a  person  to  manage. 
This  report  can  be  used  for  revenues  or  expenditures,  or  both. 

A  reporting  center  financial  report  (SBAS-662)  is  an  organizational  or 
informational  unit  to  which  various  responsibility  and/or  other  reporting 
center  results  are  accumulated  and  reported. 

A  program  summary  (SBAS -663)  is  generally  used  to  sum  up  the 
entire  agency's  financial  activities. 

In  the  summary,  individual  financial  transactions  are  grouped  into 
responsibility  centers  (SBAS-661).  These  responsibility  centers  are  estab- 
lished by  the  department  and  may  or  may  not  correspond  to  organizational 
components  (i.e.,  programs,  bureaus,  etc.)  Most  responsibility  centers 
are  combined  into  reporting  centers  (SBAS-662).  To  provide  financial 
information  at  various  levels  of  detail  within  a  program,  some  661  may  be 
added  to  662  reports  to  produce  a  management  662  report.  Some  are 
combined  directly  into  a  663  (see  list  below).  All  reporting  and  respons- 
ibility centers  roll  up  into  the  highest  group,   SBAS  663's. 

There  are  many  SBAS  reports  which  are  used  to  track  financial  data. 
The  following  list  shows  the  number,  name,  and  a  brief  description  of  the 
purpose  of  each  SBAS  report. 
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Number      Report  Name 
411  General  Ledger 


Report  Purpose 

To  track  fiscal  activity  of  an 
accounting  entity. 

Used  to  identify  fiscal  year- end 
accruals . 

Shows  the  status  of  an 
appropriation  at  any  given  time. 

This  identifies  all  revenues 
received  by   a   state   agency   by 
type  of  revenue. 

This  identifies  all  revenues  by 
each  accounting  entity  for  each 
agency. 

This  report  identifies  prior  year 
expenditure  activity  after  a 
fiscal  year- end. 

Reports  third -level  expend- 
itures by  responsibility 
center. 

This  summarizes  various 
responsibility  centers  by  par- 
ticular function. 

Identifies  first- level  expend- 
itures'     appropriation      fiuiding 
sources ,        and        responsibility 
centers  for  each  major  program 
of  a  state  agency. 

To  illustrate  the  information  available  in  SBAS,  the  Board  of  Pardons 
is  used  as  an  example.  This  agency  was  selected  because  it  is  large 
enough  to  use  more  than  one  reporting  center,  but  small  enough  to  be  able 
to  illustrate  the  SBAS  reports.  This  illustration  of  SBAS  is  from  a  report 
users  or  manaf^ement  point  of  view. 

Report  -  663  (Attachment  5) 
Report  -  662  (Attachment  6) 
Report  -  661  (Attachment  7) 
Individual  Transactions  (Attachment  7) 
Individual  Accounting  Entities  (Attachment  8) 
Appropriation  Authority  (Attachment  9) 
Accrual  Reports  (Attachment  10) 


515 
623 
631 

632 

646 

661 

662 

663 


Accrued  Expenditure  Detail 
Ledger 

Appropriations  Status 
Summary 

Receipt  Summary  by  Agency 


Receipt  Summary  by 
Accounting  Entity 


Report  of  Prior- Year 
Disbursement  Adjustments 


Responsibility  Center 
Financial  Report 


Reporting  Center  Financial 
Report 


Program  Report 
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DATA  SYSTEMS 
PAYROLL,   PERSONNEL,   AND  POSITION  CONTROL  SYSTEM  -   (PPP) 


The  payroll,  personnel,  and  position  control  system  is  the  state's 
payroll  system,  personal  services  budgeting  system,  and  personnel  record- 
keeping system.  The  PPP  system  provides  the  detail  on  all  state 
government  positions,  except  for  the  university  and  vocational- education 
systems.  The  primary  report  used  in  the  budget  analysis  process  is  the 
position  control  report. 


POSITION  CONTROL  REPORT 

The  position  control  report  shows  each  position  by  number  and  class- 
ification code.  The  report  is  used  to  determine  the  percentage  of  time  a 
position  is  vacant,  if  applicable,  plus  the  grade,  step,  and  cost  of  the 
position.  This  information  is  compared  to  the  position  appropriated  for  by 
the  legislature. 

Specific  information  available  on  the  report  is  listed  below  and  marked 
on  the  sample  report  (Attachment  11). 

1.  The  elapsed  time  as  a  percentage  of  the  fiscal  year  -   this  is  at 
the  end  of  the  pay  period  being  reported. 

2.  PSNBR  -  position  number. 

3.  STS  -  availability  status. 

^     i     i     ^ 

V  =  vacant 

P  =  vacant  and  posted 

N  =  vacant  but  not  available  to  be  filled 

F  =  filled 

4.  Class  code  for  this  position. 

5.  Title  of  the  class  code. 

6.  GR  -  grade  determined  from  the  class  code. 

7.  Wk    Loc     -     the    work     location     as     established    by    personnel 
description  form  (PDF). 

8.  Division  code  -  not  currently  in  use. 

9.  CBU  -  current  bargaining  unit 

10.     BL  -  budget  level.  00  =  current 

02  =  modified 
Current  and  modified  positions  are  grouped  separately. 
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11.  PPI  -  pay  plan  Indicator. 

12.  FTE  -  budgeted  FTE  for  this  position. 

13.  The  base -salary  dollar  budget  for  the  position. 

14.  The  base  hours  budgeted  for  the  position.  This  is  always  the 
hours  in  the  fiscal  year  times  the  FTE. 

15.  Year-to-date  base-salary  expenditure  for  the  position. 

16.  Year- to -date  base -salary  hours  paid  for  the  position. 

17.  The  budgeted  base -salary  dollars  less  the  base  salary  expended 
for  this  position  =  the  balance  remaining. 

18.  The  budgeted  base -salary  hours  less  the  base -salary  hours 
expended  for  the  position. 

19.  The  percentage  of  the  budgeted  base  salary  that  has  been 
expended . 

20.  The  percentage  of  the  budgeted  hours  that  have  been  expended. 

21.  The  name  of  the  incumbent. 

22.  The  social  security  number  of  the  person  paid  out  of  this 
position . 

23.  The  current  step  of  the  incumbent. 

24.  A/D  date  -  the  date  the  incumbent  was  hired  into  his  position  or 
the  date  at  which  he  was  terminated  from  the  position,  indicated 
by  A  -  add  or  D  -  terminated. 

25.  OT/N  -  this  indicates  if  the  incumbent  has  any  year-to-date 
expenditures  for  overtime.  If  (y),  he  will  be  listed  on  the 
detailed  Usting.     (See  38.) 

26.  Lngvt  -  the  number  of  longevity  increments  the  employee  has  is 
shown.  If  he  has  any,  the  expenditures  will  be  shown  on  the 
detailed  listing.     (See  38.) 

27.  Stt  Hire  -  the  state  hire  date  of  the  employee. 

28.  The  actual  pay  rate  of  the  incumbent  times  the  hours  in  29. 

29.  Hrs  -  the  hours  the  annual  rate  is  calculated  on.  This  depends 
on  the  pay  plan. 

30.  YTD  -  EXP  -  year- to -date  base  salary  expended  in  this 
position/program  for  this  incumbent. 

31.  Hrs.  -  the  year-to-date  base  hours  expended  for  the  inciunbent 
in  this  position/program. 
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32.  CPP  -  EXP  -  current  pay  period  base -salary  expenditures  for 
the  incumbent  in  this  position/program. 

33.  Hrs.  -  base  salary  hours  expended  for  the  inciunbent  in  tiie 
current  pay  period  for  this  position/program.* 

34.  This  siunmary  is  repeated  for  current  and  modified  level 
personnel  services  for  the  control  variable.  It  is  also  repeated 
for  each  program  and  agency  total. 

35.  Unallocated  salaries  -  this  is  the  difference  between  the  total 
budgeted  amount  for  personal  services  and  the  stun  of  all  the 
individual  budgets. 

36.  This  is  the  total  budget,  expenditures,  and  remaining  amounts 
for  the  budget  type  for  the  control  variable.  These  figiUTes 
correspond  to  the  figures  in  34. 

37.  This  line  is  the  budget,  expenditures,  and  remaining  figures  for 
the  position.  Benefits  and  longevity  must  be  budgeted  at  the 
position  level.  If  you  chose  budget  method  A,  then  you  do  not 
have  individual -position  budgets  for  overtime,  differential,  and 
holidays  worked  so  only  expenditure  data  is  given. 

38.  These  are  the  expenditures  for  each  incumbent.  If  there  is  only 
one  inciunbent,  his  name  will  appear  on  37  and  no  38  will  be 
printed . 

39.  This  is  the  combination  of  the  current  and  modified  level 
summaries  and  is  given  at  the  control  variable,  program,  and 
agency  levels. 

40.  The  current  level  position  summary  is  given  at  the  control 
variable,  program,  agency,  and  state  levels.  It  does  not  include 
modified  level  positions. 


EXAMPLES 

Examples  follow  of  how  the  PPP  information  is  used  to  examine  the 
validity  of  continuing  the  current  level  expenditures  or  of  questioning 
increased  costs  due  to  agency  actions  not  appropriated  for  by  the 
legislature . 


Example  1.     Overstated  Base  Cost 

The    following    table    compares    fiscal    1984    actual    expenditures    and 
funding  to  allocations  as  anticipated  by  the  1983  legislature. 

3    flO 


><i 


-72- 


Budffet  Item 

Legislature 

Actual 

Difference 

F.T.E. 

4.00 

4.00 

0.00 

Personal  Services 
Operating  Expenses 

$149,367 
28.369 

$120,736 
56.710 

$  28,631 
(28.341) 

Total  Costs  &  Federal 

Revenue 

UlUUi 

Ulldii 

l====2iQ= 

There  is  $28,631  less  in  expenditures  for  personal  services  than 
anticipated.  This  is  due  to  two  factors.  The  deputy  commissioner's 
position  was  vacant  the  entire  year  at  a  savings  of  $47,000.  However, 
there  was  approximately  $17,000  more  expended  on  the  commissioner's 
position  than  budgeted.  Position  control  reports  show  that  2,734.3  hours 
were  paid  for  the  commissioner's  position,  which  is  646.3  more  hours  than 
the  working  year.  These  hours  were  paid  for  a  person  who  left 
government  service  to  work  on  a  political  campaign.  The  termination - 
payout  hours  overlapped  with  paying  the  new  commissioner.  Both  the 
deputy  commissioner  position,  which  had  been  vacant  all  of  1984,  and  the 
excess  commissioner's  hours  were  removed  from  the  current-level  base  in 
the  budget  analysis. 


Example  2.     Position  Filled  at  Higher  Salary 


The    following    table    compares    fiscal    1986    actual    expenditures 
funding  to  allocations  as  anticipated  by  the  1985  legislature. 


and 


Comparison  of  Actual 

Table  7 
Expenses  to 

Appropriated  Expenses 

Budget  Item 

Legislature 

Actual 

Difference 

F.T.E. 

6.00 

6.00 

0.00 

Personal  Services 
Operating  Expenses 

$187,714 
43.843 

$191,251 
36.847 

$(3,537) 
6.996 

Total  Costs  &  Gen.  Fund 

|2iki§? 

liiiiQii 

i=3il!^5= 

Personal  services  in  the  Lieutenant  Governor's  Office  was  over- 
expended  as  one  position  was  paid  considerably  more  than  requested  by 
the  agency  or  approved  by  the  1985  legislature.  This  position  was 
budgeted  at  an  approximate  annual  salary  of  $19,500  and  was  paid 
approximately  $32,000.  For  the  current  level  in  the  budget  analysis,  the 
salary  for  the  position  paid  at  the  higher- than -budgeted  rate  in  fiscal  1986 
and  was  reduced  to  the  level  requested  for  the  1987  bienniiun. 
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DATA  SYSTEMS 
LEGISLATIVE  INTERACTIVE  BUDGETING  SYSTEM  (LIBS) 


INTRODUCTION  TO  LIBS 

LIBS  is  a  collection  of  computer  programs  and  data  files  that  are  used 
to  perform  the  biennial  statewide  budgeting  function  for  the  Office  of  the 
Legislative  Fiscal  Analyst.  The  purpose  of  LIBS  is  to  provide  a  respon- 
sive computer  system  for  organizing  statewide  budget  information  for  the 
legislative  session.  This  LIBS  information  is  used  to  record  legislative 
appropriation  action,  prepare  the  General  Appropriations  Act,  and  aid  in 
preparation  of  the  Appropriations  Biennium  Report. 

In  order  to  provide  a  responsive,  on-line  computer  system,  LIBS  uses 
the  Department  of  Administration's  IBM  3033  mainframe  computer  and  a 
number  of  IBM  PC/ATs  operating  in  IBM's  token- ring  network  and  com- 
municating with  the  mainframe  using  IBM's  time  sharing  option  (TSO). 
The  mainframe  computer  serves  most  agencies  in  the  state  through  time- 
sharing and  remote -terminal  access.  The  IBM  PCs  in  the  LFA  office  are 
linked  to  the  computer  in  the  Mitchell  Building  through  specialized  tele- 
communications hardware. 

LIBS  consists  of  the  following  five  functions: 

1.  Initialization  fiinction; 

2.  Off-line/on-line  function; 

3.  File  maintenance  function; 

4.  Reporting  function;  and 

5.  Pay  plan  ftmction. 

These  functions  are  briefly  described  below. 

A.       INITIALIZATION  FUNCTION 

LIBS  uses  data  from  several  different  sources.  The  LIBS  data  files 
must  be  loaded  or  initialized  prior  to  use.  This  initial  data  comes  from 
three  main  sources: 

1.  SB  AS  -  statewide  budget  and  accounting  system; 

2.  PPP  -  personal  payroll  and  position  control  system;  and 

3.  EBS  -  executive  budget  system  (Governor's  Office). 

The  initialization  is  basically  a  movement  of  data  from  the  above  three 
system  files  to  the  following  five  random-access  files  on  LIBS: 
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1.  Agency  file; 

2.  Expenditure  file; 

3.  Fund  source  file;  * 

4.  Personal  services  file;  and 

5.  Position  file. 

These  files  are  the  central  part  of  LIBS.  During  initialization,  SBAS 
expenditure  data  is  accessed,  translated,  reduced,  and  loaded  into  the 
expenditure  file,  personal  services  file,  and  fund  source  file.  The  PPP 
position  control  and  payroll  data  is  accessed,  translated,  computed,  re- 
duced, and  loaded  to  the  position  file  and  added  to  the  personal  services 
file.  Finally,  agency  data  and  the  corresponding  programs  and  fund 
source  levels  are  loaded  to  the  agency  file.  Initialization  is  then 
essentiedly  complete  and  the  budget  analysis  begins.  The  initialization 
process  is  fairly  complex.  It  occurs  shortly  after  the  end  of  the  current 
fiscal  year  during  July  and  August. 

B.  OFF-LINE/ON-LINE  FUNCTION 

In  order  for  LIBS  to  be  responsible  to  the  constantly  changing 
budgetary  procedure,  the  system  must  provide  an  interactive  process  for 
gaining  access  to  LIBS  data  and  for  updating  the  LIBS  files.  This 
capability  is  provided  by  off-line  data  access,  entry,  and  processing  on 
the  IBM  PCs.  After  the  data  elements  are  entered  and  processed  in  the 
PCs,  the  data  is  "uploaded"  via  the  token -ring  network  to  update  the  core 
files  on  the  mainframe.  What  was  an  on-line  function  in  the  past  is  now 
completed  off-line  on  individual  PCs.  The  processing  completed  on  the 
PCs  is  then  consolidated  on  the  token -ring  file  server  for  uploading  to  the 
mainframe  which  completes  the  updating  of  LIBS  files  on  the  mainframe. 
Under  this  system,  the  mainframe  acts  as  backup  storage  of  the  active 
files  on  the  token -ring  network.  Global  changes  and  reports  to  all  files 
are  also  completed  on  the  mainframe. 

C.  MAINFRAME  FUNCTION 

Occasionally  there  is  a  requirement  in  LIBS  to  perform  mass  changes 
on  a  subset  of  the  LIBS  information.  The  maintenance  function  provides 
this  capability.  This  function  consists  of  a  collection  of  batch  computer 
programs  written  in  COBOL,  DYL260,  and  CULPRIT.  These  computer 
programs  will  generate  records,  change,  or  delete  existing  records  on  any 
of  the  LIBS  on-line  files.  These  computer  programs  are  generally  run  in  a 
batch  environment  during  a  non-prime,  discount  shift.  When  the  legisla- 
ture is  in  session,  new  requirements  for  these  programs  arise  to  respond 
to  critical  issues.  Examples  of  these  requirements  from  past  sessions 
follow: 

1.     "Compare    the     dollars    appropriated    at    various     stages    in     the 
appropriation  process; 
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2.  Rearrange  agency  and/or  programs; 

3.  Analyze  benefit  changes; 

4.  Vacancy  savings  computations; 

5.  Expenditure  reductions  for  electricity  and  natural  gas; 

6.  Expenditure     reductions     for     other     than     communications     and 
utilities  based  on  inflation; 

7.  Bump  the  position  step; 

8.  Translate    files    to    executive    budget    system    (EBS)    format    for 
OBPP. 

D.  REPORTING  FUNCTION 

There  are  often  requirements  for  producing  standard  and  special 
reports  using  the  LIBS  data.  The  reporting  function  provides  this 
requirement  by  using  a  collection  of  batch  computer  programs  written  in 
COBOL,  DYL260,  or  CULPRIT  to  generate  reports.  Examples  of  some  of 
these  reports  follow: 

1.  Agency  main  table; 

2.  Benefit  analysis  by  program;  and 

3.  Vacancy  savings  fiuiding  source  split. 

New  requirements  for  specialized  reporting  arise  while  the  legislature 
is  in  session  and  at  other  times.  The  reporting  fiinction  will  respond  to 
these  needs. 

E,  PAY-PLAN  FUNCTION 

The  pay-plan  function  provides  for  using  LIBS  to  run  scenarios  of 
various  pay  plan  proposals  to  obtain  the  total  cost  and  the  impact  these 
proposals  have  on  the  various  funding  sources.  In  essence  it  is  a 
modeling  system  for  analyzing  impacts  of  various  pay-plan  proposals.  It 
will  use  current -position  data  from  EBS  and  merge  it  with  modified  data 
from  LIBS.  Then  it  will  perform  calculations  for  salaries,  longevity,  and 
benefits,  including  health,  FICA,  workers'  compensation,  unemployment, 
and  retirement.  These  computations  will  be  performed  for  the  base  year 
and  each  year  of  the  biennium.  Program  and  agency  subtotals  will  be 
computed  as  well  as  grand  totals  statewide.  Then  comparisons  can  be 
made  among  the  various  years  of  the  model. 

Examples  of  LIBS  reports  follow: 

1.  Main  table  (Attachment  12); 

2.  Second-level  expenditures  (Attachment  13); 
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3.  Third-level  expenditures  (Attachment  14); 

4.  Fund  source  (Attachment  15);  and 

5.  FTE  Summary  (Attachment  16). 
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Budget  Item 
F.T.E. 


ATTACHMENT  12 


BOARD  OF  PARDONS  -  MAIN  TABLE 


Actual 

Appropriated 

Fiscal 

Fiscal 

1986 

1987 

0.00 


Current  Level  -  -  - 

Fiscal       Fiscal 

1988         1989 


0.00 


0.00 


0.00 


y.   Change 

1987-89 

Biennium 

0.00 


Personal  Services 
Operating  Expenses 
Equipment 

$  5,600 

16,988 

-0- 

$  '►,046 

18,246 

-0- 

$11,200 

16,751 

-0- 

$11,200 

16,808 

-0- 

152 

(4 
0 

24 
0 

24 

.20 

.80) 

00 

Total  Operating  Costs 
Nonoperating  Costs 

$22,688 
-0- 

$22,292 
-0- 

$27,951 
-0- 

$28,008 
-0- 

.70 
00 

Total  Expenditures 

$22,588 

$22,292 

$27,951 

$28,008 

.70 

""•"""■■"■ 

-====== 

Fund  Sources 

General  Fund 
State  Special 
Federal  Revenue 
Other 

$22,Sfl8 
-0- 
-0- 
-0- 

$22,292 
-0- 
-0- 
-0- 

$27,951 
-0- 
-0- 
-0- 

$28,008 
-0- 
-0- 
-0- 

24. 
0. 
0. 
0. 

24^ 

70 
00 
00 
00 

Total  Funds 

$22,588 

$22,292 

======= 

$27,951 

$28,008 

70_ 
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ATTACHMENT  13 
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TYPES  OF  BUDGET  REQUESTS 


The  three  types  of  budget  requests  are  current  level,  modified,  and 
supplemental. 

CURRENT  LEVEL:  that  level  of  funding  reqtdred  to  maintain  opera- 
tions and  services  at  the  level  authorized  by  the  previous  legislature, 
after  adjustment  for  inflation.  Current  level,  also  referred  to  as  the 
agency's  "base,"  reflects  usual  expenditures  for  normal  operations.  Usual 
expenditures  are  determined  by  adjusting  out  all  one-time  or  nonrecurring 
expenses  from  the  fiscal  year  most  recently  completed. 

The  current-level  base  for  operating  expenses  is  normally  increased 
by  applying  inflation  factors  to  selected  expenditures.  The  current  level 
personal- service  base  utilizes  the  current-year  pay  matrix  for  the  salary 
level.  Benefits  are  adjusted  to  reflect  changes  in  social  security, 
unemployment,  etc. 

Budget  amendment  expenditures  are  removed  from  the  expenditure 
base  before  projecting  the  cost  of  current- level  services  for  the  ensuing 
biennium.  This  ensures  that  the  current- level  service  and  its  costs  are 
properly  presented  and  examined  by  the  legislature.  Budget  amendments 
are  temporary  appropriations  obtained  by  state  agencies  to  expend  funds 
for  new  or  additional  services  which  were  not  available  for  consideration 
by  the  previous  legislature. 

MODIFIED:  the  current  funding  level  as  adjusted  to  reflect  workload 
increases,  the  provision  of  new  services,  or  changes  in  authorized  fund- 
ing. A  modified  budget  request  generally  reflects  an  expanded  level  of 
service  or  the  addition  of  a  new  service.  An  agency  may  request  to 
change  the  funding  source  to  general  fund,  coal  tax,  etc.  These  funding 
items  are  a  modified  request  also. 

If  a  department  has  received  temporary  appropriation  authority 
through  the  budget  amendment  process  for  funds  in  the  current  biennium 
and  expects  to  receive  the  funds  in  the  next  biennium,  then  these  fimds 
(and  the  related  services)  should  be  presented  to  the  legislature  as  a 
modified  request  for  discussion  during  the  appropriation  process  in  regular 
session.  If  approved  by  the  legislature,  these  services  will  become  part  of 
the  next  biennium  current-level  budget  base. 

Sufficient  justification  for  the  program  expansion  should  be  submitted 
by  the  agency  with  each  modified  request. 

SUPPLEMENTAL:  to  increase  the  current-year  appropriation  when: 
1)  a  portion  of  that  year's  appropriation  was  shifted  to  the  previous  year 
to  pay  for  expenses  in  excess  of  the  appropriation  in  the  first  year  of  a 
biennium;  2)  the  current-year  expenditures  are  anticipated  to  be  in  excess 
of  the  appropriation;  3)  some  revenues  are  less  than  anticipated  and  the 
agency  requests  general  fund  money  to  maintain  the  current-year  expendi- 
ture level;  or  4)  funds  other  than  general  fund  become  available  to 
provide  new  or  additional  services  which  would  be  handled  by  a  budget 
amendment  if  the  legislature  were  not  in  session. 
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BUDGET  METHODS 


There  are  two  main  budgeting  methods  used  in  Montana:     incremental 
and  formula. 


INCREMENTAL  BUDGETING 

Incremental  budgeting  focuses  upon  the  current-year  budget  request 
with  emphasis  on  increases  from  the  current  year.  The  analysts  normally 
want  information  on  all  activities  being  planned  in  the  budget  year  but  the 
focus  is  on  the  program  changes  from  the  current  year. 

In  most  budget  decisions  a  given  base,  usually  the  funding  level  for 
the  prior  biennium,  is  assumed  to  be  acceptable,  and  the  legislature  allows 
an  increment  of  modest  size  to  accommodate  certain  program  improvements 
and  to  account  for  changes  in  the  cost  of  providing  services. 

What  makes  state  budgeting  incremental  is  that  the  biggest  portion  of 
government  spending  is  uncontrollable- -it  is  guided  by  ongoing  legislative 
mandates.  For  example,  bonds  sold  in  previous  years  require  debt  service 
payments  (pajrments  of  principal  and  interest)  which  are  set  for  the  entire 
life  of  the  bonds.  Increases  in  unemployment  insurance  and  workers' 
compensation  rates  are  mandated  independent  of  the  budgetary  process. 
In  addition,  most  large  state  programs,  such  as  aid  to  primary  and  sec- 
ondary education,  public  welfare,  higher  education,  and  institutional 
programs,  are  established  in  law  so  that  as  caseloads,  enrollments,  and 
client  counts  change,  there  are  built-in  cost  increases.  The  legislature 
has  even  enacted  certain  "open  door"  appropriations  that  require  the  state 
to  provide  whatever  sums  of  money  another  unit  of  government  might 
prescribe.  This  limits  both  executive  and  legislative  discretion.  When  the 
Governor  assembles  his  budget  request,  he  must  include  enough  money  to 
accommodate  all  of  these  imcontroUable  elements.  When  the  legislature 
reviews  the  budget  request,  it  can,  of  course,  alter  the  program  require- 
ments to  some  extent  and  thus  change  the  nature  of  the  uncontrollables , 
but  this  is  done  infrequently. 


*iT;  tr* 


Problems  with  incremental  budgeting,   as  defined  by  Dick  Sheridan  in 
the  book  entitled  State  Budgeting  in  Ohio,  are: 

1.  AU  ongoing  expenditures  are  taken  as  essential.  The  base  itself 
is  not  examined. 

2.  Future  expenditures  are  calculated  only  by  taking  the  base  and 
adding  to  it  adjustments  for  inflation  and  hoped-for  increases  in 
old  and  new  programs. 

3.  Attention  is  focused  only  on  increments  to  the  base. 

4.  Once  a  program  is  started,  it  is  never  terminated. 

5.  Programs  are  not  compared  to  see  if  resources  should  be  shifted 
from  the  less  to  the  more  productive. 

-89- 


6.  Budget  submissions  are  padded  to  account  for  expected  cuts. 

7.  When  budgets  need  cutting,  no  one  knows  how  to  avoid  cutting 
"muscle"  instead  of  "fat,"  so  arbitrary,  across- the-board  cuts 
are  made. 

8.  It  is  assumed  that  all  ongoing  projects  are  being  efficiently 
managed . 

9.  Even  when  formal  long-range  planning  is  done,  it  is  not 
integrated  into  budgeting. 


FORMULA  BUDGETING 

Formula  budgeting  is  an  attempt  to  link  performance  luiits  to  produc- 
tivity. Productivity  is  described  as  a  means  of  efficiency  usually 
expressed  as  the  ratio  of  the  quantity  of  output  to  the  quantity  of  input 
used  in  the  production  of  that  output.  Most  of  the  state's  education 
budgets  are  funded  basically  on  a  formula.  Of  course,  the  formula  com- 
ponents recognize  incremental  cost  increases  such  as  inflation  and  pay 
raises,  as  well  as  the  imit  of  output. 


DECISION-MAKING  BUDGETING 

Montana's  legislators  have  tried  to  obtain  information  to  evaluate  the 
output  of  state  agencies.  As  a  first  step,  the  legislature  is  trying  to  get 
goals  and  objectives  for  each  program.  When  the  state  was  testing  a  zero- 
based  budgeting  system,  state  agencies  defined  goals  and  objectives. 
However,  once  the  zero-based  budgeting  system  was  no  longer  required  by 
law,  the  agencies'  goals  and  objective  statements  became  very  vague.  In 
the  1985  regular  session,  the  legislature  strengthened  Section 
17-7-lll(2)(d)(i),  MCA,  by  requiring  agency  budget  requests  to  include 
summaries  of  past  and  proposed  spending  plans  and  the  means  of  financing 
these.     The  information  shall  Include: 

( i )  a  statement  of  agency  goals  and  objectives  and  a  statement  of  goals  and 
objectives  for  each  program  of  the  agency.  Such  goals  and  objectives  must 
include,  in  a  concise  form,  sufficient  specific  information  and  quantifiable 
information  to  enable  the  legislature  to  formulate  an  appropriations  policy 
'  regarding  the  agency  and  its  programs  and  to  allow  a  determination,  at  some 
future  date,  on  whether  the  agency  has  succeeded  in  attaining  its  goals  and 
objectives. 

An  example  of  using  goals  and  objectives  is  illustrated  in  the  voca- 
tional rehabilitation  program  in  the  Department  of  Social  and  Rehabilitation 
Services . 

Table  8  shows  the  number  of  individuals  served,  the  number  rehabili- 
tated, and  the  percent  change  between  fiscal  years.  Between  fiscal  1978 
and  1980,  the  number  rehabilitated  decreased  18.4  percent;  the  number 
served  decreased  14.4  percent;  the  percent  of  those  served  who  were 
rehabilitated  varied  from  14.6  percent  to  16.9  percent. 
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Table  8 

Cumulative  Caseload  -  Vocational  Rehabilitation 

Fiscal  Years  1978  through  1980 


'/.  Change 

Fiscal   1978 

Fiscal   1979 

Fiscal   1980 

78-80 

Individuals  Served 

7,751 

7,160 

6,633 

114.4) 

Individuals   Rehabilitated 

1,507 

1,C^7 

1,066 

(18.4) 

Percent  Rehabilitated 

16.9/C 

1<*.6Z 

16.1/C 

Table  9  shows  the  goals  the  agency  budget  was  based  on  for  fiscal 
years  1978  to  1980  in  comparison  to  the  actual  caseload  serviced.  The 
agency  served  less  people  each  year  and  was  meeting  62  to  66  percent  of 
their  goal  in  fiscal  1980, 


Table  9 
Comparison  of  Goals  to  Achievement 


Goals  -  Individuals  Served 
Actual  -  Individuals  Served 

Percent  Actual  of  Goal 


Goals  -  Individuals  Served 
Actual  -  Individuals  Served 

Percent  Actual  of  Goal 


Fiscal  1978 

Fiscal  1979 

Fiscal  1980 

10,000 

10,500 

10,700 

7,751 

7,180 

6,633 

78% 

68% 

62% 

Severely  Disabled 

4,500 

4,830 

5,029 

4,046 

3,454 

3,310 

90% 


72% 


66% 


The  1981  legislature  was  faced  with  reductions  of  federal  government 
support  for  these  programs  while  the  department  requested  maintenance  of 
the  current  funding  level.  As  a  result  of  having  quantifiable  and 
measurable  goals  that  were  tracked  from  one  session  to  the  next,  the 
legislature  was  able  to  discuss  the  program  output  and  decided  not  to 
totally  replace  declining  federal  dollars  with  general  fund. 

By  1985,  when  specific  goals  and  objectives  were  no  longer  required 
for  a  zero-based  budgeting  system  in  the  budget  law,  the  vocational 
program  goal  for  the  1987  biennium  was:  "to  efficiently  and  effectively 
provide  those  human  services  mandated  to  the  department  by  state  and 
federal  law."  This  goal  statement  does  not  define  anything  specific  and 
leaves  the  policy  makers  with  no  measure  of  accountability  for  the 
program. 
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Therefore,  in  the  1985  session  the  legislature  strengthened  the  goal 
and  objective  laws  by  adding:  "Such  goals  and  objectives  must  include,  ii\ 
a  concise  form,  sufficient  specific  information  and  quantifiable  information 
to  enable  the  legislature  to  formulate  an  appropriation  policy  regarding  an 
agency  and  its  programs  and  to  allow  a  determination  at  some  future  date, 
on  whether  the  agency  has  succeeded  in  attaining  its  goals  and 
objectives . " 

In  the  following  session  (1987,  which  budgets  for  the  1989  biennium) 
the  vocational  rehabilitation  program  goals  and  objectives  read: 

Program  Objectivea 

To  maintain  the  number  of  clients  served  per  "counselor  unit"  where  a 
counselor  unit  is  defined  as  1.0  FTE  counselor  plus  0.55  FTE  support  staff. 

To  maintain  the  number  of  rehabilitated  clients  per  counselor  unit. 

To  maintain  the  level  of  service  received  by  clients. 

To  increase  the  number  of  persons  provided  with  independent  living  services. 

To  maintain  the  number  of  clients  served  in  Extended  Employment. 

To  maintain  the  number  of  Horkers  Compensation  clients  served. 

Performance  Indicators 


Number  of  clients  served 
Number  of  rehabilitations 
Number  of  counselor  units 
Number  of  clients  in  Ext.  Emply. 
Number  of  WCO  clients  served 
Number  of  persons  served  by 
In(|!^.endent  Living  Grant. 


FY85 

FY88 

FY89 

Act. 

Est. 

Est. 

6,701 

6,701 

6,701 

6<*7 

647 

647 

35.5 

35.5 

35.5 

55 

55 

55 

l,67<i 

1,674 

1,674 

\^ 


\m 


MJft 


Therefore,    the    1989    legislature  should   have    a   base    for    evaluating 

whether  the  program  met  the  goals.  If  these  goals  can  be  maintained  and 

tracked,    the  legislature   will  be  able  to  monitor  performance   changes   and 
b^d^g^  ^(?ajrdingly. 
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COMPARISON  OF  EXECUTIVE  BUDGET  TO  LFA  CURRENT-LEVEL  ANALYSIS 


Each  agency,  as  presented  in  the  Office  of  the  Legislative  Fiscal 
Analyst's  Budget  Analysis ,  begins  with  a  comparison  of  the  executive 
budget  and  LFA  current  level.  In  this  section  the  major  factors  leading  to 
any  differences  are  discussed.  This  section  focuses  on  the  larger  issues 
in  each  agency. 

An  example  is  shown  for  the  Department  of  Justice.  The  FTE 
appears  to  be  only  5.67  different,  or  1  percent  and  the  dollars  are  only 
about  $300,000  or  less  than  1  percent.  However,  the  differences  in 
personal  services  are  $896,537  and  involve  15.27  FTE.  There  are  three 
major  operating  expense  differences  over  $100,000  each  and  the  executive 
has  $300,000  more  for  equipment.  There  is  a  major  funding  issue  with 
motor  vehicle  fees  and  gas  tax  funds. 


DEPARTMENT  OF  JUSTICE 
COMPARISON  OF  EXECUTIVE  BUDGET  AND  LFA  CURRENT  LEVEL 

FTE             Biennium 

FY89               General  Fund         Total  Funds 

Executive  Budget                             523.83              $11,866,241 
LFA  Current  Level                           529.50                12.154.559 

$40,664,964 
40.961.227 

Executive  Over  (Under)  LFA        Mdll            l==ti§i*il§) 

i==i2iiiiiil 

The  executive  budget  is  $296,263  lower  than  LFA  current  level.  The 
primary  reason  for  the  lower  executive  budget  is  5.67  fewer  FTE  than  LFA 
current  level,  and  a  resulting  larger  decrease  in  personal  services.  Those 
reductions,  however,  are  largely  offset  by  higher  executive  budget 
amoimts  in  operating  expenses  and  equipment.  Table  10  indicates  the 
difference  by  type  of  expenditure  and  ftmding  source  for  the  1989 
biennium . 
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Table  10 
Executive  Budget  Amounts  Over  LFA  Current  Level 

1989  Biennium 


Budget  Item 

Executive  Over  (Under) 
LFA  Current  Level 

Personal  Services 
Operating  Expenses 
Equipment 

$(896,537) 
313,742 
286.532 

- 

Total  Expenditures 
Funding  Sources 

Ul%^MU 

General  Fund 
State  Special  Revenue 
Federal  and  Other 
Proprietary  Fund 

$(288,318) 
53,244 
(974) 
(60.215) 

Total  Funding  Difference 

UM-UU 

The    following    explanation    of    major    differences    has    four    sections: 
personal  services,  operating  expenses,  equipment,  and  funding. 


PERSONAL  SERVICES 

The  executive  budget  has  5.67  fewer  FTE  and  $896,537  less  total 
funds  for  personal  services  than  the  LFA  current  level.  In  reality,  the 
executive  budget  has  15.27  fewer  FTE  than  the  LFA  current  level,  after 
adjusting  for  a  difference  in  the  way  county  attorney  FTE  are  coiuited  for 
payroll  purposes.  Table  11  shows  the  differences  between  the  executive 
budget  and  the  LFA  current  level  in  personal  services  by  program,  FTE, 
and  cost. 
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Table  11 

Personal  Services/FTE 

Comparison  of  Differences  Between  Executive  Budget  &  LFA  Current  Level 

1989  Biennium 


Cost 
Difference 

Program                 Executive 

LFA 

Difference 

Position 

Legal  Services  Division 

18.75 

20.00 

( 1 . 25 ) 

$(53,500) 

1 
0 

00 
25 

Admin.  Sec. 
Lawyer 

Indian  Legal  Jurisdiction 

2.00 

2.00 

0.00 

-0- 

County  Prosecutor  Services 

3.00 

3.00 

0.00 

-0- 

Agency  Legal  Services 

10.00 

10.00 

0.00 

(29,400) 

Driver  Services  Bureau 

77.20 

81.70 

(4.50) 

(148,500) 

2 

1 

1 

00 

00 
25 

Driver  Serv. 
Spec. 

Office  Clerk 
Typist 

Highway  Patrol  DivisionM 

238.  <»0 

247.40 

(9.00) 

(725,300) 

9 

00 

Highway 

Motor  Vehicle  Registrar 

70.00 

70.00 

0.00 

(1,000) 

Patrolmen 

Law  Enforcement  Svc.  Adm. 

2.00 

2.00 

0.00 

-0- 

Law  Enforcement  Academy 

10.58 

10.00 

0.58 

41,100 

0 

58 

Lawyer  IV 

Fire  Marshall  Bureau 

7.75 

8.00 

(0.25) 

(11,200) 

0 

25 

Deputy  State 
Fire  Mar. 

Identification  Bureau 

7.00 

7.00 

0.00 

(100) 

Criminal  Investigation  Bur 

6.00 

6.00 

0.00 

(100) 

Criminal  Invest. -Coal  Bd. 

5.00 

5.00 

0.00 

-0- 

Central  Services  Division 

9.15 

10.00 

(0.85) 

(30,200) 

0 

.85 

Acctg.  Tech. 

Data  Processing  Division 

15.00 

14.00 

1.00 

45,500 

1 

.00 

Program 

Extradition  of  Prisoners 

0.00 

0.00 

0.00 

-0- 

Analyst  I 

Forensic  Science  Division 

14.00 

15.00 

(1.00) 

(46,200) 

1 

00 

Chemist 

Total 

495.83 

511.10 

(15.27) 

$(  958 , 900  ) 

County  Attorney  Payroll 

28.00 

18.40 

9.60 

62,400 

Net  Difference 

523^83 

529^50 

J_S^67) 

f£896,5002 

^Combines  executive  budget 

HPO  and  Communications  Bureau 

The  FTE  differences  represent  deletion  of  17.27  positions  by  the 
Governor  compared  with  2.00  deletions  in  the  LFA  current  level,  for  a  net 
reduction  in  the  executive  budget  of  15.27  FTE.  The  FTE  deleted  in  the 
LFA  current  level  were  the  1.00  FTE  programmer  analyst  in  data 
processing  division  and  1.00  FTE  lawyer  position  in  the  Law  Enforcement 
Academy.  The  executive  budget  deleted  0.42  FTE  of  the  lawyer  position, 
for  a  net  difference  of  0.58  FTE  at  the  academy. 

The  executive  budget  is  $29,400  lower  in  Agency  Legal  Services 
because  the  Governor  took  4  percent  vacancy  savings.  The  LFA  current 
level  took  no  vacancy  savings  in  this  program.  In  Highway  Patrol 
Division,  the  cost  difference  of  $725,300  is  only  partially  explained  by  the 
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reduction  of  9.0  FTE,  which  reduces  costs  approximately  $425,000.  The 
remaining  cost  reduction  of  $300,300  is  in  vacancy  savings.  The  Governor 
budgeted  4  percent  vacancy  savings  for  this  program  while  the  LFA 
current  level  took  2  percent  vacancy  savings. 

The  executive  budget  is  $62,400  higher  than  the  LFA  current  level  in 
County  Attorney  payroll  because  the  Governor  included  salary  increases  of 
1.2  percent  in  fiscal  1988  and  an  additional  2.56  percent  in  fiscal  1989. 
The  LFA  current  level  holds  salary  funding  at  fiscal  1987  levels. 


OPERATING  EXPENSES 

The  executive  budget  has  $313,742  more  in  operating  expenses  than 
the  LFA  current  level.  Table  12  provides  a  brief  description  of  the  major 
differences . 


!»*        ♦' 
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Table  12 
Executive  Budget  Operating  Expenses  Over  (Under)  LFA  Current  Level 

1989  Biennium 


Program/Title   Description 
Indian  Legal  Jurisdiction 


Legal  and 
Court  Fees 


The  executive  budget  includes  $ZZ<*,ZOQ   for  outside 
legal  fees>  expert  witnesses;  and  court  costs.   LFA 
current  level  is  $100rOOO>  with  the  anticipated 
continued  effort  by  the  agency  to  use  Legal  Services 
Division  lawyers  and  reduce  outside  legal  services. 
Driver  Services  Bureau 

Contract      The  executive  budget  includes  higher  allowances  for 
Services      contract  services^  including  $15;000  for  expenses  of 
a  training  and  research  grant  from  Highway  Traffic 
Safety.  This  grant  was  not  included  in  LFA  current 
level.   The  executive  budget  also  includes  more  for 
printing  costs.   LFA  reduced  fiscal  1989  printing 
costs  by  $I9>000  for  the  cost  of  printing  driver  man- 
uals printed  only  in  even-numbered  years. 

Supplies      The  executive  budget  includes  more  for  supplies >  including 
over  $15>000  more  for  office  supplies  and  over  $<«>500  more 
for  clothing  and  personal  expense.   Fiscal  1986  expenses 
in  these  categories  were  unusually  high>  and  LFA  current 
level  reduced  them  back  to  prior-year  levels. 
Highway  Patrol  Division 

The  executive  budget  includes  significantly  more  than 
LFA  current  level  for  contract  services >  supplies  and 
materials >  communications >  repair  and  maintenance >  and 
other  expenses.   LFA  current  level  reduced  agency  requested 
amounts  for  prisoner  per  diem  and  medical  services.   LFA 
current  level  also  reduced  gasoline  costs  for  one-time 
expense  of  the  55  MPH  squad  that  is  not  in  current  level 
in  the  1989  bienniuM.   Communications  costs  were  reduced  in 
LFA  current  level  for  one-time  costs  for  new  phone  systems  in 
the  Missoula  Patrol  office  and  installation  charges  for  speed- 
detecting  communications  loops.   LFA  current  level  also  took 
reductions  for  relocation  costs  and  for  unusually  high  repair 
and  maintenance  costs  in  fiscal  1986. 
Motor  Vehicle  Registrar 

Renewal      The  executive  budget  reduced  costs  $105>000  below  LFA  current 
Notices       level  by  eliminating  renewal  notices  for  vehicle  registration. 
Central  Services 

Grounds      The  executive  budget  adds  funds  above  LFA  current  level  for 
Maintenance   grounds  maintenance.  The  cost  of  grounds  maintenance  at  the 

fiscal  1986  services  level  is  included  in  the  LFA  current  level. 

Other  Misc.  Adjustments  (Net) 

Total  Operating  Expense  Differences 


Executive 

Over  ( Under ) 

LFA  Current  Level 

$234,000 


40,500 


22,400 


103,500 


(105,000) 


24,600 


16,300) 


$  313,700 
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EQUIPMENT 

The  executive  budget  includes  $286,532  more  in  equipment  than  LFA 
current  level.  The  major  differences  include:  1)  an  allowance  for  ten 
additional  highway  patrol  cars  at  a  biennium  cost  of  $113,440;  2)  the 
purchase  of  more  replacement  terminals  and  printers  in  the  Motor  Vehicle 
Registrar's  Bureau  at  a  cost  of  $60,950;  3)  the  replacement  of  three 
additional  vehicles  plus  a  computer  and  office  equipment  at  an  added  cost 
of  $34,600;  and  4)  the  purchase  of  two  cars,  radio  equipment,  and  a 
computer  in  the  Criminal  Investigation  Bureau  at  an  added  cost  of  $32,100. 


FUNDING 

The  executive  budget  used  $608,000  more  motor  vehicle  fees  than  the 
LFA  current  level.  The  differences  are  due  to  the  LFA  not  considering 
the  inventory  assets  of  $174,226  in  the  fund  balance  available  for 
expenditure,  using  approximately  $280,000  more  for  purchasing  license 
plate  supplies  in  the  prison,  and  not  drawing  the  ending  fund  balance 
down  as  far. 

The  additional  $608,000  of  motor  vehicle  funds  used  in  the  executive 
budget  is  offset  in  the  state  special  revenue  fund  by  using  about  $504,000 
less  highway  gas  tax  funds  to  fund  the  Highway  Patrol  Division,  due  to  a 
lower  program  fiuiding  level. 

Lower  use  of  proprietary  fund  in  the  executive  budget  is  due  to  a 
lower  funding  level  than  the  LFA  current  level  for  the  Agency  Legal 
Services  Program. 


-9»- 


LFA  BUDGET  ANALYSIS  -  ISSUES/OPTIONS 


The  Office  of  the  Legislative  Fiscal  Analyst's  Budget  Analysis  format 
has  four  major  sections:  a  main  table,  a  comparison  table  for  the  base 
year,  a  description  of  adjustments  made  to  the  current  level  base,  and 
issues/ options . 


MAIN  TABLE 

Each  agency  and  program  in  the  Legislative  Fiscal  Analyst's  Budget 
Analysis  begins  with  a  main  table  as  shown  below.  This  table  shows  actual 
expenditures  for  the  base  year,  the  appropriated  level  for  the  current 
year,  and  LFA  current  level  for  the  next  biennium.  It  also  shows  the 
FTE,  the  first  level  of  expenditures,  the  funding  sources (s),  and  any 
issues  the  analysis  raises.  Following  the  table  is  a  description  of  the 
program  and  any  significant  information  needed  to  understand  recent 
changes . 


COUNTY  ATTORNEY  PAYROLL 


Actual 

Approp . 

-  -  Current 

Level  -  - 

'A   Change 

Fiscal 

Fiscal 

Fiscal 

Fiscal 

1987-89 

Budget  Item 

1986 

1987 

1988 

1989 

Biennium 

F.T.E. 

28.00 

28.00 

18.<^0 

18.40 

(9.60) 

Personal  Services 

*1,587,734 

$922,336 

$906,053 

======== 

$908,130 

(27.7) 

=====S 

Fund  Sources 

General  Fund 

*1,587,7W 

$922,336 

$906,053 

$908,130 

(27.7) 

-----  Fiscal 

1988 

Fiscal 

1989 

ISSUES! 

General  Fund 

Other  Funds 

General  Fund 

other  Funds 

1.  Full-time  Attorney 

($150,843) 

$  -0- 

$(150,843) 

$  -o- 

2.  Health  Insurance 

Option  At 

(7,590) 

-0- 

(7,590) 

-0- 

Option  Bi 

31 ,050 

-0- 

31,050 

-0- 

3.  Salary  Increase 

10,752 

-0- 

10,777 

-0- 

The  County  Attorney  Payroll  Program  pays  one-half  of  the  salary  and 
benefits  of  the  56  county  attorneys  from  the  state  general  fund,  as  re- 
quired under  Section  7-4-2502,  MCA. 
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Senate  Bill  116,  Chapter  719,  Laws  of  1985,  revises  the  pay  structure 
for  prosecuting  attorneys,  requires  the  state  to  pay  one -half  of  the  salary 
of  no  more  than  two  authorized  deputy  county  attorneys  per  county, 
provides  longevity  pay  for  deputy  county  attorneys,  arid  provides  funding 
for  the  changes  by  imposing  a  charge  on  persons  convicted  of  criminal 
offenses  or  who  forfeit  bond  or  bail.  Chapter  17,  Special  Laws  of  1986, 
removed  the  requirement  that  the  state  general  fund  pay  for  deputy 
county  attorney  salaries.  The  bill  also  requires  that  the  fees  and  fines 
that  were  supporting  the  program  in  fiscal  1986  be  deposited  to  the  county 
or  city  general  fund. 


COMPARISON  TABLE 

In  each  major  expenditure  program  a  table  is  presented  comparing  the 
base  year  expenditures  to  the  appropriations  made  by  the  legislature. 
This  identifies  changes  which  occurred  between  legislative  intent  and 
actual  expenditures.  This  table  indicates  any  over  or  under  expenditures 
by  the  agency.  These  changes  are  discussed  in  the  narrative  that  accom- 
panies the  table.  On  the  lower  portion  of  the  table  budget  amendments, 
supplementals ,  and  other  appropriations  for  the  program  are  listed.  This 
table  provides  an  indication  of  the  extent  and  manner  in  which  operations 
differed  from  anticipations  of  the  legislature  when  the  budget  was  determ- 
ined. 

This  comparison  is  a  very  quick  way  to  note  changes  and  allows  all 
legislators  to  question  the  agency  if  they  want  more  information  about  the 
change.     An  example  of  this  section  follows. 

Fiscal  1986:     Comparison  of  Actual  Expenses  to  the  Appropriation 

The  following  table  compares  actual  expenditures  and  funding  to 
allocations  as  anticipated  by  the  legislature. 


Comparison  of  the 

Table 
Appropriation  to 

13 
Actual  Expenses  - 

-  Fiscal  1986 

Budget  Item 

Legislature 

Actual 

Difference 

F.T.E. 

28.00 

28.00 

0.00 

Personal  Services 

11*512*215 

lL5§2*Z3i 

ca< 

|t§i*§§9i 

Ftmdinff 

ILill.m 

11*582*234 

General  Fund 

l^§i*9i§i 

The   program  received  a   $70,000   general  fund   supplemental  in   fiscal 
1986,  allowing  the  overexpenditure . 
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CURRENT  LEVEL  ADJUSTMENTS 

The  analyst  has  reviewed  all  expenditures  and  made  minor  adjustments 
for  items  such  as  one-time  nonrecurring  items,  benefit  rates,  expenditures 
above  the  current-level  pattern,  new  maintenance  contracts  on  equipment 
purchases,  deletions  of  maintenance  contract  expenditures  on  disposed 
equipment,  etc.  Although  the  county  attorney  payroll  program  has  no 
operating  expenses,  a  current-level  adjustment  section  was  needed  to 
define  what  was  included  for  personal  services,  FTE,  and  benefits  in  the 
LFA  current-level  budget. 


Current- Level  Adjustments 

County  attorney  salaries  have  been  held  at  the  fiscal  1987  level  with 
benefits.  Some  of  the  counties  froze  the  county  attorney  salaries  in  fiscal 
1987,  saving  $11,058  in  fiscal  1988  and  $11,084  in  fiscal  1989.  There  are 
funds  in  current  level  for  14  full-time  county  attorneys,  21  county 
attorneys  at  60  percent  time,  20  county  attorneys  at  half  time,  and  1 
county  attorney  at  20  percent  time.  As  the  state  pays  one  half  of  the 
salaries,  this  is  equivalent  to  18.40  F.T.E. 

The  benefit  rate  is  12.44  percent  in  fiscal  1988  and  12.70  percent  in 
fiscal  1989. 


ISSUES/OPTIONS 

The  Office  of  the  Legislative  Fiscal  Analyst's  analysis  identifies  issues 
that  arise  from  the  analysis  of  agency  budgets.  These  are  presented  as  a 
part  of  the  budget  analysis  for  the  program  to  which  they  relate .  Usual- 
ly, two  or  more  options  are  presented  for  dealing  with  each  individual 
issue . 

The  issue  is  presented  in  the  analysis.  Options  given  for  addressing 
the  issues  cover  the  major  possible  alternative.  The  alternatives  fre- 
quently are  mutually  exclusive  and  provide  the  basic  ideas  to  be  explored 
by  the  committee. 

An  example  of  the  issue/option  format  given  in  the  1989  biennium 
Budget  Analysis  is  shown  below  for  the  county  attorney  payroll. 


ISSUE  1:     FULL-TIME  COUNTY  ATTORNEYS 

There  are  seven  county  attorneys  serving  full  time  whose  population 
would  only  reqxiire  a  county  attorney  50  or  60  percent  of  the  time.  In 
first-,  second-,  and  third-class  counties  with  a  population  under  30,000,  a 
county  may  have  a  part-time  county  attorney  paid  at  60  percent  of  the  full 
time  salary.  For  counties  class  four,  five,  six,  and  seven  with  a  popula- 
tion luider  30,000,  the  part-time  county  attorney  receives  50  percent  of 
the  full-time  salary.  However,  Section  7-4-2706,  MCA,  states  the  county 
commissioners  may,  upon  consent  of  the  county  attorney,  establish  the 
office  of  county  attorney  as  full-time.  Having  these  county  attorneys  on 
full  time  rather  than  part  time  costs  $150,843  from  the  general  fund  per 
year. 
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Option  A:  Do  not  fiind  county  attorneys  which  are  not  reqmred  by 
population  to  be  full  time  for  a  biennium  general  fund 
savings  of  $301,686. 

Option  B:  Continue  to  fund  all  nonrequlred  full-time  county  attorney 
positions . 


ISSUE  2:     HEALTH  INSURANCE 

The  state  is  paying  health  insurance  costs  of  $690  a  year  for  11  of 
the  56  county  attorneys.  Seven  of  the  14  full-time  county  attorneys 
receive  health  insurance  and  four  who  receive  60  percent  of  full-time  pay 
receive  health  insurance.  The  county  attorneys  are  not  state  employees. 
If  they  were  state  employees,  they  would  be  required  to  be  paid  by  the 
state  at  least  half-time  to  receive  health  insurance  benefits. 

If  all  56  positions  were  compensated  for  half  the  state  health 
insurance  contributions,  the  cost  would  be  $38,640  a  year. 

Option  A:  Do  not  pay  health  insurance  benefits  for  county  attorneys 
for  a  biennial  general  fund  savings  of  $15,180. 

Option  B:  Pay  health  insurance  benefits  for  all  county  attorneys  at  a 
general  fund  added  cost  of  $62,100  for  the  1989  biennium. 

Option  C:    Continue  to  pay  some  county  attorneys  health  insurance. 

ISSUE  3:     SALARY  INCREASE 

By  law  the  coxinty  commissioners  can  g^ive  salary  increases  equal  to  70 
percent  of  the  last  previous  calendar  year's  consumer  price  index  for  all 
urban  constimers.  The  Department  of  Justice  has  requested  a  1.2  percent 
salary  increase  each  year.  The  law  also  allows  the  county  commissioners 
to  freeze  the  salaries.  Thirty- one  of  the  salaries  were  frozen  in  fiscal 
1987. 

Option  A:  Appropriate  funds  for  the  county  attorneys'  salary  raises  at 
a  general  fimd  cost  of  $21,529. 

Option  B :  Do  not  appropriate  fvinds  for  county  attorneys'  salary  raises 
and  freeze  salaries  at  the  fiscal  1987  level  as  shown  in  the 
current -level  numbers. 
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CATEGORIES  OF  AGENCY  EXPENDITURES 


Each  agency  budget  may  include  four  major  expenditure  categories: 
personal  services;  operating  expenses;  nonoperating  expenses;  and 
equipment. 


PERSONAL  SERVICES 

Personal  services  is  the  cost  of  individuals  performing  services  in  an 
occupational  environment  for,  and  under  the  direction  of,  the  state.  This 
includes  employees  performing  useful  labor  in  return  for  compensation, 
e.g.,  salaries,  hourly  wages,  employee  benefits,  and  other  compensation. 
Specific  cost  items,  which  are  discussed  in  the  budget,  follow. 

1.  FTE  -  full-time  eqtJvalent:  1.00  FTE  equals  2,096  hours  in 
fiscal  1988  and  2,088  hours  in  fiscal  1989,  or  one  full  year  of 
compensation  for  a  full-time  employee. 

2.  Salaries 

A.  Base  Pay:  the  legislature  approves  a  pay  program  for  state 
employees  each  session  and  appropriates  money  to  fund  the 
program.  Most  classified  employees  are  paid  under  a  general 
pay  schedule  consisting  of  25  grades  and  13  steps  within  each 
grade.  In  addition,  there  are  separate  pay  schediQes  for  some 
employees,  including  teachers,  blue  collar  workers,  liquor  store 
clerks  and  physicians.  Pay-plan  rules  have  been  developed  by 
the  State  Personnel  Division  which  explain  how  each  pay  plan  is 
administered.  The  rules  are  published  in  union  contracts  and 
the  Montana  Operations  Manual,  Volume  III. 

B.  Overtime:  means  the  time  worked,  by  an  employee  covered 
by  the  Montana  Minimum  Wage  Law  of  1971,  in  excess  of  40  hours 
in  a  work  week.  Employees  who  are  defined  as  administrative, 
executive,  and  professional  are  not  eligible  to  receive  overtime 
benefits  provided  in  the  law.  They  may  be  eligible  under  state 
administrative  rules  to  receive  compensatory  time  on  an  hour- 
f or- hour  basis  for  hours  worked  in  excess  of  40  in  a  work  we-^k. 

C.  Longevity:  a  pay  increase  granted  to  an  employee  based  on 
years  of  service.  A  longevity  increment  is  provided  for  each 
five  years  of  uninterrupted  state  service. 

3.  Benefits 

A.  Health  and  Life  Insurance  Group  Benefits:  the  state  of 
Montana  has  developed  a  comprehensive  group  benefits  program. 
This  program  includes  medical  and  dental  benefits  and  life 
insurance  options.  In  fiscal  1989,  the  state  pays  a  $1,380  per 
year  contribution  which  covers  the  cost  of  individual  basic 
medical,  dental,  and  core  life  insurance.  Employees  self -pay  for 
other  optional  coverage  and  for  coverage  of  eligible  dependents. 
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This  program  is  self -insured.  For  a  complete  description  of 
benefits  and  rates,  a  copy  of  the  booklet  is  available  from  the 
Department  of  Administration,  l^tate  Personnel  Division ,  Employee 
Benefits  Section,  Mitchell  Building,  Helena,  Montana  59620, 
phone  444-3871. 

B.  Social  Security  -  The  state  pays  a  share  of  the  federal 
social  security  cost.  The  rate  was  7.51  percent  of  wages  up  to 
$45,000  in  calendar  year  1988.  In  1990  and  later  the  rate  will  be 
7.65  percent  with  the  wage  base  rising  automatically  with  the 
increase  in  average  wage  levels. 

C.  Public  Employees'  Retirement  Sjrstems  (PERS)  -  Membership 
is  mandatory  for  most  state  employees  and  begins  on  the  first 
day  of  employment.  The  state  pays  a  6.417  percent  contribution 
into  the  system  for  employees.  The  following  categories  of 
employees  have  different  retirement  systems: 

1.  Game  Wardens  -  7.15  percent; 

2.  Judges  -  6.00  percent; 

3.  Teachers  -  7.428  percent;  and 

4.  Highway  Patrol  -  16.520  percent. 


For  more  details  on  PERS,  the  Department  of  Administration 
Public  Employees'  Retirement  Division  has  published  the  Montana 
Public  Employees'  Retirement  System  Handbook,  which  can  be 
obtained  by  contacting  the  division  at  1712  Ninth  Avenue, 
Helena,   Montana  59620,   phone  444-3154. 

D.  Unemplo3nnent  Insurance:  the  state  pays  unemployment 
insurance  at  rates  that  vary  by  agency. 

E.  Workers'  Compensation  Insurance:  the  state  pays  for 
workers'  compensation  insurance  on  state  employees  at  rates 
that  vary  by  occupation. 

4.       Other  Compensation 

A.  Advisory  Council  Members:  are  entitled  to  be  paid  $25  per 
day  as  defined  in  Section  2-15-122(5),  MCA,  which  reads  in 
part  as  follows: 

(5)  Unless  he  is  a  full-time  salaried  officer  or  employee  of  this 
state  or  of  any  political  subdivision  of  this  state,  each  member  is  en- 
titled to  be  paid  in  an  amount  to  be  determined  by  the  department  head, 
not  to  exceed  $Z5  for  each  day  in  which  he  is  actually  and  necessarily 
engaged  in  the  performance  of  council  duties...  Members  who  are  full-time 
salaried  officers  or  employees  of  this  state  or  of  any  political  sub- 
division of  this  state  are  not  entitled  to  be  compensated  for  their 
1>ervice  as  members... 

B.  Quasi-judicial  board  members  are  entitled  to  be  paid  $50  per  day 
as  defined  in  Section  2-15-214(7),  MCA,  which  reads  in  part  as 
follows : 
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(7)  Unless  otherwise  provided  by  law>  each  member  is  entitled  to  be 
paid  $50  for  each  day  in  which  he  is  actually  and  necessarily  engaged  in 
the  performance  of  board  duties...  Members  who  are  full-time  salaried 
officers  or  employees  of  this  state  or  of  a  political  subdivision  of  this 
state  are  not  entitled  to  be  compensated  for  their  service  as  members 
except  when  they  perform  their  board  duties  outside  their  regular  working 
hours  or  during  time  charged  against  their  annual  leave...  Ex  officio 
board  members  may  not  receive  compensation... 

Vacancy  Savings:      identifies    what    percentage    of    the    personal 
service  budget  will  not  be  expended  due  to  staff  turnover. 


OPERATING  EXPENSES 

Operating  expenses  are  the  expenses  for  general  government  pur- 
poses. In  the  state  system  there  are  nine  major  categories  of  operating 
expenses  as  described  below. 

1.  Contracted  Services:  includes  services  provided  under  contrac- 
tual agreement  with  an  independent  contractor  or  services  pro- 
vided by  one  state  agency  to  another  for  a  fee.  Excludes 
contracted  services  more  descriptively  identified  under  other 
groups  such  as  rentals  or  repair  and  maintenance.  Contracted 
services  include: 

A.  Professional  services  provided   by  an   independent   contrac- 
tor, such  as: 

1.  Consulting  services; 

2.  Educational  services;  or 

3.  Legal  services; 

B.  Printing  Services; 

C.  Insurance  Coverage; 

D.  Data  Processing  Services. 

2.  Supplies  and  Materials:  items  of  property  which  have  an 
expendable  quality  or,  during  their  normal  use  are  consumed. 
Examples  of  items  included  are  office,  printing,  educationl, 
vehicular,  and  gasoline. 

3.  Communications :  the  cost  of  transmitting  messages,  such  as 
contractual  charges  for  telephone,  telegraph,  teletj^e,  radio 
services  and  advertisements;  postage,  rental  of  post  office 
boxes,  freight,  express,  or  cartage  (incoming  freight  charges 
are  to  be  charged  to  the  cost  groups  to  which  the  applicable 
goods  are  charged).  Examples  are  telephone,  advertising, 
postage  and  mailing,  and  data  transmission  lines. 

4.  Travel:  the  cost  of  transportation  on  public  conveyances  such 
as  airplanes,  railroads,  buses,  and  taxicabs.  Also  included  are 
meals,  lodging,  per  diem,  and  mileage  allowances  or  motor  pool 
costs . 
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The  cost  of  operating  state- owned  vehicles  is  included  in 
supplies  and  materials  (see  code  series  2200  -  repair  and 
maintenance  of  other  transportation  vehicles  are  under  the 
Repair  and  Maintenance  category).  Also  not  included  are  vehicle 
and  related  expenses  involved  in  routine  patrol  activities. 

5.  Rent:  compensation  paid  for  the  use  of  land,  buildings, 
equipment,  or  other  personal  property.  Items  rented  most 
frequently  are  buildings  and  office  and  other  equipment. 

6.  Utilities:  are  charges  paid  for  services  such  as  electricity, 
heating  fuel,  gases,  water,  sewer,  and  garbage.  Utilities  are 
covered  in  rent  charges  for  all  agencies  maintained  in  the  capitol 
complex. 

7.  Repair  and  Maintenance:  the  cost  of  maintaining  state  property, 
facilities,  or  equipment  in  working  order.  Costs  recorded  in  the 
group  include  all  labor,  materials,  and  overhead  if  the  service  is 
performed  by  persons  or  contracts  outside  the  disbursing 
department's  organization.  If  an  agency  maintains  its  own  repair 
and  maintenance  work  force,  labor  charges  will  be  excluded  and 
will  be  classified  under  the  personal  services  category. 
Examples  of  items  being  repaired  are  buildings  and  groiuids, 
office  equipment,  and  vehicles. 

The  cost  of  any  activity  that  results  in  a  substantial 
improvement  or  increase  in  the  life  of  a  fixed  asset  are  not 
recorded  in  this  group,  but  are  treated  as  capital  outlay  costs. 

8.  Other  Expenses :  classifies  expenditures  not  more  specifically 
classified  in  other  groups  such  as  organizational  dues, 
subscriptions,  registration  fees,  relocation  costs,  taxes, 
assessments,  and  interest. 

9.  Goods  Purchased  for  Resale  are: 

A.  raw  materials  purchased  for  manufacture  or  processing  of 
articles  for  ultimate  resale; 

B.  merchandise  purchased  by  a  State  agency  for  the  purpose 
of  resale  to  the  public  without  further  processing;  or 

C.  freight -in  or  other  handling  or  processing  charges,  includ- 
ing the  cost  of  freight  to  point  of  sale.  Payroll  costs 
relating  to  handling,  storing,  or  processing  goods  to  be 
resold  are  charged  to  personal  services. 

EQUIPBIENT 

Eqiiipment  is  tangible  property  of  a  more -or- less  permanent  nature, 
(other  than  land,  buildings,  or  improvements)  used  in  maintaining 
operations.  It  has  an  estimated  life  of  more  than  one  year  and  a  cost 
equal  to  or  greater  than  $100  (i.e.,  machinery,  tools,  trucks,  cars, 
furniture,  furnishings,  and  library  books). 
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NONOPERATING  EXPENSES 

Nonoperating  expenses  reflects  disbursements  of  moneys  by  the 
agency.  These  disbursements  are  not  considered  part  of  the  agency's 
operational  expenses  since  they  are  not  an  actual  cost  of  providing  a 
service.  This  category  includes  capital  outlay,  local -assistance  grants, 
and  benefits  and  claims. 

1.  Capital  Outlay  requests  included  in  the  operational  budget  cover 
all  costs  relating  to  the  purchase  of  land,  buildings,  or 
improvements  not  required  to  be  submitted  to  the  Department  of 
Administration,  Architecture  and  Engineering  Division. 

2.  Local  Assistance  represents  funds  disbursed  to  imits  of  local 
governments  (counties,  cities,  towns,  or  subdivisions  thereof)  to 
be  used  by  them  without  specific  restrictions. 

3.  Grants  include  the  distribution  of  funds,  derived  from  various 
sources,  to  a  variety  of  recipient  entities  to  be  utilized  by  them 
as  stipiUated  in  the  grant  agreement. 

4.  Benefits  and  Claims  identify  the  disbursement  of  fluids,  regard- 
less of  source  to  individuals.  Benefits  and  claims  given  directly 
to  individuals  include  retirement  payments,  labor  claims,  social 
assistance,  judgments,  etc.  Benefits  and  claims  given  indirectly 
to  individuals  are  services  purchased  for  an  individual,  such  as 
day  care,  foster  care,  etc. 
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FORMULA  BUDGETS  -  EDUCATION 
MONTANA  UNIVERSITY  SYSTEM  -   SIX  UNITS 


BUDGET  FACTORS 

Student  Enrollment 

Student  Faculty  Ratio 

Average  Faculty  Salary  and  Benefits 

Summer  School  Ratio 

Instruction  Support  Rate  per  FYFTE  Student 

Other  Support  Rate  per  FYFTE  Student 


CALCULATION  OF  PROGRAM  EXPENDITURES 


Part-Time  Enrollment 
Plant  Program  Expenditures 
Research  Program  Expenditures 
Public  Service  Program  Expenditures 
Adjustments  to  Base  Year  Expenditures 
Scholarships  and  Fellowships  Expenditures. 
Tuition  Rates 


Instruction  Progran 

I .    Instructional  Compensation 
a.   Student  FTE  enrollment 


9   total  faculty 


Student  faculty  ratio 
fe,  t  Faculty  x  ai^?F  a^jjiftR^  ^f^|io  =  «  5vp$«;r  S«;a?Jr9n 
-'  ■■■    Faculty     ""'   '"■*"" 

c.  9   Academic  year  faculty  x  faculty  salary 

d.  9   Summer  session  faculty  x  2/3  faculty  salary 

e.  Benefits  x  salaries  for  academic  year  faculty >  summer 

session >  and  GTAs 

Z.        Instructional  Support 

Student  FTE  enrollment  x  Instruction  support  rate  per  FTE 

Sum  of  Above  Factors 
Support  Prograw 

1 .    Estimated  student  enrollment  x  support  rate 

Z.        Number  of  5  /C  increments  x  .0033  of  total  faculty  compen. 
( headcount/FYFTE ) 

Sum  of  Above  Factors 
Plant>  Research  and  Public  Service  Programs 
(B^se-^ear  expenditures  *   Base  A4justlilfsjxt&)  X  illfJIatioii 
Scholarships  and  Fellowships  Program 

1 .  Mandatory  waivers  x  tuition  and  enrollment  changes 

2.  5.75  percent  of  registration  and  resident  incidental  fefs 
plus  18.45  percent  of  nonresident  incidental  fees 

Sum  of  Above  Factors 


=  Academic  Year  Salaries 
=  Summer  Session  Salaries 

=  Instructional  Benefits 


=  Instruction  Support  Costs 

=  Instruction  Prog.  Costs 

=  Support  Costs 

=  High  Headcount  Adjust. 

=  Support  Prograa  Coats 


PcQffcam  Cofts 


=  Mandatory  Waivers 


=  Discretionary  Waivers 

=  Scholarships  and  Fellow- 
ships Costs 
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LEGISLATIVE  FUNDING  LEVEL 

Since  the  implementation  of  the  formxila  in  the  1981  session,  the 
le^slature  has  chosen  to  fund  the  formula  at  a  level  less  than  the  peer 
average.  In  the  1987  session,  the  Instruction  Program  was  funded  at  99 
percent  for  both  fiscal  1988  and  1989.  The  Support  Program  was  funded 
at  91  percent  for  fiscal  1988  and  92  percent  for  fiscal  1989.  These 
percentages  are  applied  after  the  formula  budget  is  calculated. 
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FORMULA  BUDGETS  -  EDUCATION 
POSTSECONDARY  VOCATIONAL- TECHNICAL  CENTERS 


Montana's  five  postsecondary  vocational- technical  centers  in  Billings, 
Butte,  Great  Falls,  Helena,  and  Missoula  collectively  serve  approximately 
2,500  students  annually.  The  vocational- technical  centers'  budgets  are 
estimated  with  a  funding  formula  developed  by  the  Legislative  Finance 
Committee  and  implemented  with  few  modificatidns  in  the  1983  session. 


FUNDING  FORMULA 

The  vocational- technical  centers'  funding  formula  develops 
expenditures  in  four  areas:  instruction,  support,  plant  operation  and 
maintenance,  and  equipment  for  instruction.  Both  personal  service  and 
operating  expense  costs  are  developed  for  the  instruction,  support,  and 
plant  portion  of  the  budgets. 

Budgeting  factors   used  in   the  formula  are:      1)    student   enrollment; 

2)  system-wide   average   instruction   cost  per   student  full-time   equivalent; 

3)  support  staffing  standards;  4)  average  operating  cost  per  support  staff 
FTE;  5)  average  compensation;  6)  legislative  audit  costs;  7)  plant  opera- 
tions and  maintenance  program  base -operations  costs;  and  8)  variable 
equipment  rate  per  student  FTE. 

The  calculations  of  program  expenditures  are  summarized  as  follows. 

Instruction  Program:  estimated  enrollment  is  multiplied  by  a 
system- wide  average  instruction  cost  per  student  full- tune  equivalent 
(FTE)  for  both  personal  services  and  operating  expenses. 

Support  Program:  support  staff  needs  are  based  on  applied  staffing 
standards  and  utilize  average  compensation  for  each  position  classification. 
Operating  expenses  are  determined  using  the  total  number  of  support  staff 
FTE  and  the  average  operating  cost  per  support  staff  FTE. 

Plant  Operation  and  Maintenance  Program:  custodial  staff  personal 
services  are  determined  from  staffing  standards  utilizing  an  average 
compensation.  Each  center's  operating  expenses  are  determined  separately 
for  each  center  from  base-year  expenditures. 

Equipment:  two  types  of  instructional  equipment  are  funded,  variable 
and  capital.  Variable  equipment  (small  items  with  a  unit  cost  less  than 
$1,000)  is  calculated  by  multiplying  the  budgeted  student  FTE  by  the 
variable  equipment  rate  per  student  FTE.  Capital  equipment  (items  with 
unit  costs  over  $1,000)  is  budgeted  using  a  flat  rate  for  each  center. 

Enrollment 

A  large  portion  of  the  vo-tech  centers'  budget  is  dependent  on  the 
expected  biennium  enrollment  of  student  full-time  equivalents  (FTE's).     A 
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student  FTE  is  defined  as  1,000  hours  of  student/ teacher  classroom  contact 
per  year.  All  of  the  instruction  program,  a  portion  of  the  equipment 
budget,  and,  indirectly,  the  support  program  are  impacted  by  FTE 
increases  or  decreases. 

Table  14  lists  the  actual  fiscal  1985,  1986,  1987,  and  1988  FTE,  and 
projected  FTE  for  fiscal  1989.  Enrollment  projections  for  the  1989  biennium 
were  based  on  a  three-year  average  (1984,  1985,  and  1986)  for  Billings 
and  Helena.  Observations  of  enrollment  patterns  for  5  years  showed  no 
obvious  trend  for  Billings  and  Helena.  A  two-year  average  was  used  for 
Great  Falls,  which  has  a  pattern  of  decreasing  enrollment;  for  Butte, 
where  a  new  facility  was  opened  in  fiscal  1985;  and  for  Missoula,  where 
enrollment  appeared  to  level  out  in  1985  and  1986. 


Table 

14 

Student 

Full- Time  Equivalent 

Enrollment 

Aci 

himl 

Projected 

cuai 

Center 

FY85 

FY86 

FY87 

FY88 

FY89 

Billings 

497 

489 

511 

490 

490 

Butte 

403 

406 

415 

405 

405 

Great  Falls 

408 

391 

423 

416 

416 

Helena 

665 

647 

660 

658 

658 

Missoula 

575 

577 

596 

586 

586 

Total 

2i5i§ 

2i51Q 

i^iQi 

ii§55 

2^555 

Instruction 

The  Instruction  Program  accounts  for  approximately  60  percent  of 
total  legislatively  appropriated  funds  at  the  centers.  The  development  of 
the  Instruction  Program's  budget  is  based  on  FTE  enrollment  figures  and 
an  instruction  rate  per  FTE.  The  projected  FTE  figures  are  listed  in 
Table  1.  The  flat  instruction  rate  per  FTE  was  developed  from  actual 
expenditures  for  all  the  centers  in  the  base  year  fiscal  1982.  Inflation  was 
applied  annually  to  the  rates  established  in  fiscal  1982  to  obtain  a  1989 
biennium  rate  of  $1,846  for  personal  services  and  $238  for  operatI.:g 
expenses,  which  were  used  to  develop  the  Instruction  Program  budget  for 
the  1989  biennium. 


Support 

Activities  in  the  Support  Program  include  instructional  support, 
academic  supervision,  financial  and  institutional  administration,  and  student 
services.  The  factors  used  to  estimate  the  Support  Program  personal 
services  costs  include  support  staffing  standards  and  an  average 
compensation  for  each  type  of  support  position. 
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Table   15   lists   the   staffing   standards   approved  by   the   Forty-Eighth 
Legislature  and  used  for  the  1989  biennium  appropriations. 


Table  15 
Support  Staffing  Standards  Approved  by  the  Forty-Eighth  Legislature 


Fxmction 
Administration 

Support 


Clerical 


Staffing  Standard 

1  Director 

1  Assistant  Director 

1  Business  Manager  or  Chief  Accountant 
1  Counselor  for  every  300  students 
1  Librarian/  Media  Specialist 
1  Head  Custodian  with  a  staff  of  1.00  FTE  tp 
35,000  gross  square  feet  of  facility 

1  Administrative  Secretary 

1  Secretary:   3  Administrative  Staff 

1  Secretary:   5  Support  Staff  (Includes  Custodians) 

1  Secretary:   10  Instruction  Staff 


Table  16  shows  the  development  of  estimated  staffing  needs  for  each 
center  and  the  average  compensation  for  each  type  of  position.  The 
average  compensation  for  positions  was  determined  when  the  formula  was 
developed.  Inflation  was  applied  to  update  the  average  compensation 
figures  to  fiscal  1987  levels. 
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Table  16 
Support  Staff  Requirements  and  Average  Compensation 

1989  Bienniiun 


Avg.  Compensation 

Great 

Per  Support  Staff 

staffing  Needs 

Billings 

Butte 

Falls 

Helena 

Missoula 

FY  1988  S  1989 

Administration 

1.00 

1.00 

1.00 

1.00 

1.00 

' $54,094 

Director 

1.00 

1.00 

1.00 

1.00 

1.00 

54,086 

Support 

Business  Mgr.  or  Account. 

1.00 

1.00 

1.00 

1.00 

1.00 

45,743 

Counselor  ll>300  Students) 

1.63 

1.35 

1.39 

2.19 

1.95 

34,228 

Librarian/Media  Specialist 

1.00 

1.00 

1.00 

1.00 

1.00 

23,407 

Clerical 

Administrative  Secretary 

1.00 

1.00 

1.00 

1.00 

1.00 

18,324 

Clerical  Support 

Admin  lt3 

0.67 

0.67 

0.67 

0.67 

0.67 

15,996 

Support  li5 

1.61 

1.40 

1.54 

1.68 

1.81 

15,996 

Instruction  lilO 

3.32 

2.28 

3.38 

3.68 

4.24 

15,996 

Total  Support  Staff  Ht 

12^23 

10^70 

11^99 

Nil 

Nil 

•II 

Kill 

Fill 

13^68 

Project.  Student  FTE-FY88-89 

490 

<f05 

416 

658 

586 

Inst.  Staff  FTE/OPI  Reports 

33.20 

22.70 

33.78 

36.77 

42.20 

The  operating  cost  for  support  services  is  determined  using  an 
average  operating  cost  per  FTE  support  staff.  The  Office  of  Budget  and 
Program  Planning  inflation  factors  were  applied  to  the  $5,345  rate  used  for 
fiscal  1986  to  obtain  the  operating  cost  rate  of  $5,350  in  fiscal  1988  and 
$5,353  in  fiscal  1989. 


Audit  Costs 

Total  audit  costs  were  estimated  to  be  $21,481  at  each  center. 
Funding  for  the  audit  costs  follow  the  policy  applied  in  the  1985  session. 
Using  nonappropriated  funding  sources,  the  Billings,  Butte  and  Great  Falls 
centers  are  to  provide  10  percent  and  the  Helena  and  Missoula  centers  15 
percent  of  the  costs  of  the  audit.  Consequently,  appropriated  audit  costs 
are  $19,333  and  $18,259  respectively. 

Plant  Operation  and  Maintenance 

The  formula  for  ftinding  plant  operations  and  maintenance  is  applied 
as  modified  by  the  Forty-Ninth  Legislature  and  involves  estimation  of 
personal  services  based  on  staffing  requirements  and  an  average 
compensation  for  the  position. 
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The  factors  used  to  develop  the  personal  services  component  of  the 
Plant  Operation  and  Maintenance  Program  include  one  head  custodian  with  a 
staff  of  1.00  FTE  for  each  35,000  gross  square  feet,  rounded  to  the 
nearest  0.25  FTE.  Salary  was  based  on  the  average « compensation  figure 
used  to  develop  the  fiscal  1987  budget. 

Operating  expenses  are  incrementally  budgeted  using  fiscal  1986 
expenditures  from  legislative  appropriations  without  the  addition  of  the 
voted  mill  levy.  Inflation  factors  used  are  those  applied  to  other  state 
agencies.  Table  17  shows  the  number  of  plant  FTE  and  the  personal 
service  and  operating  expense  costs  for  the  1989  biennium,  before  the  95 
percent  discount. 


Table  17 
Plant  Operating  and  Maintenance  Formtda  Components* 

1989  Biennium 


Sq.   Footage  of 

Avg.    Annual 

Personal 

Operating  Expense 

Center 

Physical  Plant 

No.   of  Staff 

Comp.    Rate 

Svcs.   Total 

FY  1988 

FY   1989 

Billings 

120,500 

4.50 

*2 1,347 

$   96,061 

$184,401 

$193,621 

Butte 

92,700 

3.75 

21,347 

80,051 

93,127 

98,827 

Great  Falls 

118,000 

4.50 

21,347 

96,061 

95,030 

103,154 

Helena 

113,000 

4.25 

21,347 

90,725 

238,782 

246,468 

Missoula 

145,000 

5.25 

21,347 

112,072 

190,800 

203,500 

Total 

95  percent  on  main  table. 

$474,970 

$802,140 

$845,570 

^Reductions  to 

Equipment 

.1 

The    instructional    equipment    budget    is    determined    separately    for: 

1)  variable  equipment,   which  are  items  with  unit  costs  under  $1,000;   and 

2)  capital  equipment,  which  are  items  with  unit  costs  exceeding  $1,000. 
Variable  equipment  costs  are  estimated  using  a  flat  rate  established  at  the 
tim^  the  formula  was  implemented.  A  rate  of  $34  per  student  FTE  for  each 
year  of  the  biennium  was  used.  Capital  equipment  costs  are  based  on 
requests  from  each  center.  The  Legislature  chose  to  provide  a  flat  amount 
for  capital  equipment  for  each  center  in  the  amount  of  $31,350.  Total 
biennium  equipment  costs,  with  95  percent  funding  level,  were  $165,048  for 
variable  equipment,  and  $297,830  for  capital  equipment. 


Summary  of  Formtda  Costs 


'■tisin. 


The   program   expenditures   for   each   unit,    as   determined   by   formula 
and  appropriated  at  a  95  percent  funding  level,  are  listed  in  Table  18. 
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Table  18 
Program  Expenditures  by  Center  -  95  Percent  Funding  Level 

1989  Biennium 

Billinga      Butte   Great  Falla     Helena    Mlasoula      Total 
Fiscal  1988  


Instruction 

Personal  Services   $  859,313  $   710,E<J9   $   729,539  $1,153,935  $1,027,668  $4,<W0,70'» 
Operating  Expenses     110,788      91,571       94,058     148,773     132,495     577,685 


Support 

Personal  Services 

323,973 

295,873 

316,168 

348,706 

351 ,549 

1 

,636,269 

Operating  Expenses 

62,159 

54,382 

60,939 

67,191 

69,529 

314,200 

Audit 

19,333 

19,333 

19,333 

18,259 

18,259 

94,517 

Plant  Op.  8  Maint. 

Personal  Services 

91,258 

76,048 

91,259 

86,189 

106,468 

451,222 

Operating  Expenses 

175,181 

88,471 

90,278 

226,843 

181,260 

762,033 

Equipment 

Capital 

29,783 

29,783 

29,783 

29,783 

29,783 

148,915 

Variable 

15,827 

13,081 

— 

13,436 

21,253 

18,927 

82,524 

Total  Expend. 

$1,687,615 

$1,378,791    $1 
Fiscal 

,444,793 
1989  -  - 

$2,100,932 

$1,935,938 

$8 

,548,069 

Instruction 

Personal  Services   $  859,312  $  710,249   $  729,539  $1,153,935  $1,027,668  $4,480,704 


Operating  Expenses 

110,789 

91,571 

94,058 

148,773 

132,495 

577,685 

Support 

Personal  Services 

323,973 

295,872 

316,168 

348,706 

351 ,549 

1 

,636,269 

Operating  Expenses 

62,194 

54,413 

60,973 

67,229 

69,568 

314,376 

Plant  Op.  i   Maint. 

Personal  Services 

91,258 

76,048 

91,259 

86,189 

106,468 

451,222 

Operating  Expenses 

183,940 

93,886 

97,996 

234,144 

193,325 

803,291 

Equipment 
Capital 

29,783 

29,783 

29,783 

29,783 

29,783 

148,915 

Variable 

15,827 

13,081 

13,436 

21,253 

18,927 

— 

82,524 

Total  Expend. 

$1,677,076 

$1,364,903 

$1,433,212 

$2,090,012 

$1,929,783 

$8 

,494,986 

REVENUE 

The  postsecondary  vocational- technical  centers  are  funded  from  five 
sources:  tuition,  county  one  and  one-half  mill  levy,  federal  vocational- 
education  funds,  interest  from  the  education  trust  fund,  and  the  general 
fund. 
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Tuition:  The  ttiition  revenue  estimate  is  set  at  a  level  which  reflects 
tuition  rates  per  FTE  student  of  $675  for  fiscal  1988  and  $705  for  fiscal 
1989.  This  rate  increases  from  $564  for  fiscal  1986  and  $594  for  fiscal 
1987. 

County  MOla^e:  Section  20-16-202,  MCA,  requires  the  county 
commissioners  in  each  county  in  which  a  vo-tech  center  is  located  to  levy 
one  and  one -half  mills  for  the  support  and  maintentince  of  the  center 
located  within  that  county.  The  Commissioner  of  Higher  Education  may 
transfer  millage  revenue  collections  from  centers  that  exceed  the 
appropriated  revenue  amount  to  those  centers  undercoUecting.  Language 
in  the  General  Appropriations  Act  also  requires  a  general  fund  reversion 
equal  to  the  amount  of  millage  overcoUections  on  a  system  level  to  prevent 
the  additional  revenue  from  providing  budget  increases. 

Education  Trust  Fund  Interest:  Section  90-6-211,  MCA,  authorizes 
the  use  of  10  percent  of  the  interest  from  the  education  trust,  which  is 
fimded  by  the  coal  tax,  for  operating  costs  incurred  by  vo-tech  centers 
and  the  adult  basic  education  programs. 

Federal  Vocational-Educjation  Funds:  Federal  vocational -education 
funds  are  available  to  Montana  through  the  Carl  D.  Perkins  Vocational 
Education  Act  (P.L.  98-524).  Vo-tech  centers  must  submit  applications  to 
receive  available  ftmds.  The  centers  are  allowed  to  utilize  more  federal 
funds  if  matching  money  becomes  available  from  sources  other  than  the 
current  unrestricted  funds  appropriated  in  the  General  Appropriations  Act. 

General  Fund:  After  aU  other  available  revenue  sources  are 
estimated,  the  general  fund  portion  is  calculated. 


iVia'<: 
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FORMULA  BUDGETS  -  EDUCATION 
COMMUNITY  COLLEGES 


The  state's  three  community  colleges,  Dawson  in  Glendive,  Flathead 
Valley  in  Kalispell,  and  Miles  in  Miles  City,  are  organized  in  accordance 
with  the  provision  of  Title  20,  Chapter  15,  MCA.  Each  commimity  college 
district  has  an  elected  board  of  trustees  accountable  to  and  supervised  by 
the  Board  of  Regents. 


FUNDING  FORMULA  VARIABLES 

The  community  college  funding  formula  determines  both  the  unre- 
stricted budget  and  the  general  fund  appropriation  for  the  community 
colleges.  The  general  fund  variables  of  the  community  college  fiinding 
formula  are:  1)  student  FTE;  2)  cost  factor  per  student;  and  3)  percent- 
age of  state  support  for  the  unrestricted  budget.  During  the  1981 
session,  it  was  decided  that  the  number  of  FTE  times  the  cost  per  student 
would  determine  the  total  unrestricted  budget  of  the  colleges.  After  the 
general  fund  is  appropriated,  the  balance  of  the  unrestricted  budget  is 
financed  by  the  mandatory  mill  levy,  student  tuition  and  fees,  and  miscel- 
laneous revenue. 


FTE  STUDENT 

Fifteen    credit    hours    equals    one    FTE    student    at    the    comm\uiity 
colleges . 


Table  19 
Enrollment  Data  for  Community  Colleges 

College 

Fiscal           Fiscal           Fiscal           Fiscal 
1984               1985               1986               1987 

Fiscal 
1988 

Budget 
Fiscal 
1989 

Dawson 

Flathead 

Miles 

387                 453                 388                 408 
783                 849                 928                 906 
464                 455                 424                 401 

369 
956 

405 

400 
928 
412 

Total 

iiiii         IdE         iiliQ         iiZ15 

k^iQ 

iillQ 

Cost  Factor  Per  Student 

The  cost  factor  per  student  is  the  aggregate  expense  for  personnel, 
operating  costs,  and  equipment  at  the  three  community  colleges  for  one 
FTE  student.  The  cost  per  FTE  student  for  fiscal  years  1984  through 
1989  is  summarized  in  Table  20. 
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Table  20 

Community  College  FTE  Student  Cost  Factor 

Fiscal  1984  -  1989 


Fiscal  Year 

Cost  Factor 

%  Change 

1984 

$3,325 

— 

1985 

3,388 

1.89 

198^ 

3,574 

5.49 

1987 

3,611 

1.04 

1988 

3,622 

0.30 

1989 

3,642 

0.55 

The  cost  factor,  as  shown  above,  is  $3,622  for  fiscal  1988  and  $3,642 
for  fiscal  1989.  These  rates  were  calculated  by  starting  with  the  fiscal 
1988  community  college  luirestricted  budget  totaling  $6,270,452  as  the  base. 
The  inflation  rates  for  fiscal  1987,  1988,  and  1989  increased  the  base 
budget.  This  method  resulted  in  average  operating  cost  increases  of  0.07 
percent  for  fiscal  1987,  2.74  percent  for  fiscal  1988,  and  2.53  percent  for 
fiscal  1989.  Because  operating  expenses  average  22.1  percent  of  the  total 
commiuiity  college  budget,  these  inflationary  increase  were  applied  only  to 
that  portion  of  the  cost  factor. 

Likewise,  the  approved  pay  plan  of  $45,028  for  fiscal  1987  increased 
personal  services  by  0.92  percent.  This  increase  was  applied  to  77.9 
percent  of  the  cost  factor,  which  represents  the  personal  services  portion 
of  the  cost  per  FTE  student. 

The  result  of  these  adjustments  is  a  fiscal  1988  cost  factor  of  $3,622 
and  a  fiscal  1989  cost  factor  of  $3,642,  which  are  used  in  current  level. 

Percentage  of  State  Support 

The  1985  biennium  community  college  fund  appropriation  was  based  on 
53  percent  state  support.  The  1987  biennium  general  fund  appropriation 
was  based  on  52  percent  state  support  for  fiscal  1986.  When  the 
legislature  approved  the  5  percent  across-the-board  cut  in  June,  1986 
during  Special  Session  III,  the  outcome  was  to  reduce  the  percentage  of 
state  support  to  49.4  percent  for  fiscal  1987.  State  general  fund  support 
of  the  community  colleges  unrestricted  budget  is  48  percent  for  fiscal  1988 
and  1989.  The  calculations  for  the  unrestricted  community  college  budget 
and  general  fund  appropriation  for  the  1989  biennium  are  presented  below. 
The  1989  biennium  audit  cost  is  $54,000,  or  $18,000  per  college.  Funding 
this  cost  at  48  percent  requires  a  general  fund  appropriation  of  $8,640  per 
college  for  a  total  of  $25,920. 
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Table  21 
Fiscal  1988  and  1989  Current- Level  General  Fund  Support 


Community 

FYBS 

Cost 

Unrestricted 

V.   State 

General 

Audit 

Total 

College 

FTE 

Factor 

Budget 

Support 

Fund 

Costs 

Gen  Fund 

Fiscal 

$1,448,800  X 

Dawson 

400 

X 

«,6Z2  = 

48.0  = 

:   $  695,424 

$  8,640 

$  704,064 

Flathead 

928 

X 

3,622  = 

3,361,216  X 

48.0  = 

1,613,384 

8,640 

1,622,024 

Miles 

<H2 

X 

3,622   = 

1,492,264  X 

48.0   : 

716,286 

8,640 

724,926 

Audits 

54,000 

Total   1,740 


$6,356,280 


$3,025,094   $25,920   $3,051,014 


Dawson 

400 

X 

$3,642 

_ 

Fiscal 

$1,456,800  X 

1989  -  - 
48.0 

_ 

$  699,264 

$  -0- 

$  699,264 

Flathead 

928 

X 

3,642 

= 

3,379,776  X 

48.0 

r 

1,622,292 

-0- 

1,622,292 

Miles 

412 

X 

3,642 

= 

1,500,504  X 

48.0 

= 

720,242 

-0- 

720,242 

Total    1,740 


$6,337,080 


$3,041,798  $  -0- 


$3,041,798 
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FORMULA  BUDGETS  -  EDUCATION 
PUBLIC  SCHOOL  PROGRAM 


The  public  school  program  is  designed  to  meet  the  constitutional 
mandate  (Article  X,  Section  1,  of  the  Montana  Constitution)  that  "the 
legislature  shall  provide  a  basic  system  of  free  quality  public  elementary 
and  secondary  schools.*'  Statutory  schedules  determine  the  maximum 
general  fund  budget  without  a  voted  levy  for  public  school  districts. 
Eighty  percent  of  this,  called  the  "foundation  amount,"  is  supported  with 
various  state  and  county  earmarked  revenues.  The  remaining  20  percent, 
called  the  "permissive  amount,"  is  guaranteed  by  the  state  after  the 
district  levies  6  mills  in  elementary  or  4  mills  in  high  school  districts. 
The  district  may  then  add  to  the  general  fiuid  budget  by  approval  of  the 
district  voters.  The  general  fimd  budget  of  school  districts  is  illustrated 
graphically  in  the  following  illustration. 


ILLUSTRATION  6 
Public  School  Funding  -  Fiscal  1989 


$AA1  Million- 


35X 


$287  Million— I 

13% 
$229  MillionH 


52X 


TOTAL  BUDGET 

Voted  Levies 


NAXINUH  BUDGET  WITHOUT  A  VOTE 
Peraissive  (20  percent) 

General  Fund         State  Equalization 
District  Permissive  Levy  (10  mills) 

Foundation  (80  Percent) 

General  Fund 
State  Equalization 

25%  Income  Tax 

25X  Corporation  Tax 

Coal  Tax 

Interest  and  Income  State  Lands 

Federal  Mineral  Leasing 

Coal  Trust  Interest 
County  Equalization 

<45  Mill  Levy 

Forest  Funds 

Grazing  Funds 

Miscellaneous 

Subtract 

-  Elementary  Transportation 

-  High  School  Tuition 
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Enrollment  changes  and  the  funding  schedules  adopted  by  the  legisla- 
ture determine  the  cost  of  the  public  school  foundation  program.  For  the 
1989  biennium  the  legislature,  as  requested  by  the  executive  budget, 
provided  no  increase  in  the  funding  schedule  for  the  public  school  founda- 
tion program.  While  no  allowances  were  made  for  inflation,  program  costs 
are  anticipated  to  increase  by  1.7  percent  from  the  1987  biennium  to  cover 
the  costs  associated  with  enrollment  growth.  Table  22  shows  the  enroll- 
ment estimates  used  to  calculate  the  cost  of  the  public  school  foundation 
program  in  the  1989  biennium. 


Table  22 

Public  School  Enrollment  (ANB) 

Fiscal  Years  1984  to  1989 


Fiscal 
Year 

Elementary 

Secondary 

Total 

Percent 
Change 

1984 
1985 
1986 

104,152 
104,795 
105,078 

46,533 
46,451 
46,479 

150,685 
151,246 
151,557 

.37 
.21 

-  -  rrojecteu.  -  - 

1987 
1988 
1989 

104,010 
105,267 
107,139 

46,717 
46,539 
45,453 

150,727 
151,806 
152,592 

(.55) 
.72 
.52 

Program  funding  is  provided  through  county  and  state  equalization 
aid,  district  levies,  and  the  general  fund.  The  primary  revenue  source 
for  county  equalization  aid  is  the  property  tax  levy  of  45  mills  statewide. 
School  districts  may,  without  a  vote,  levy  an  additional  6  mills  for 
elementary  schools  and  4  mills  for  high  schools.  These  revenues  are 
referred  to  as  the  district  share  of  the  permissive  programs.  State 
equalization  aid  comes  from  six  dedicated  sources.  General  fund  is  added 
to  the  extent  that  coiuity  and  state  equalization  aid  does  not  cover  the 
formula -driven  costs  of  the  foiuidation  and  permissive  program.  Table  23 
shows  the  revenue  sources  for  the  public  school  foundation  and  permissive 
program  in  the  1989  biennium. 
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Table  23 

Public  School  Foundation  Program  Funding 

Fiscal  Years  1988  and  1989 

(Millions) 


Maximum  General  Fund  Without  a  Vote 

State  Equalization  Aid 
Beginning  Fund  Balance 
31. 8X  Individual  Income  Tax 
25/C  Corporate  License  Tax 
16.796Z  Coal  Severance  Tax 
Common  School  Interest  and  Income 
U.S.  Mineral  Royalties 
67.5/C  Education  Trust  Fund  Interest 
Withdrawal  from  the  Education  Trust  Fund 
General  Fund  Appropriation 

Total  State  Equalization 

County  Equalization 
<f5  Mill  Levy 
Miscellaneous 
Forest  Funds 
Grazing  Funds 
Elementary  Transportation 
High  School  Tuition 

Total  County  Equalization 

District  Permissive  Levy 

TOTAL  FUNDING 


Projected 

Projected 

Fiscal 

Fiscal 

1989 

1988 

1989 

BienniiM 

$285,360 

$286,843 

$572 . 203 

$     0.000 

$     0.000 

$     0.000 

68.356 

75.865 

144.221 

1Z.Z99 

14.387 

26.686 

10.004 

10.471 

20.475 

3<t.5<i0 

35.665 

70 .  205 

16.679 

17.709 

34.388 

Z.016 

.665 

2.681 

34.000 

0.000 

34.000 

.443 

24.093 

24.536 

$178,337 

$178,855 

*S57.192 

$  89.816 

$   90.527 

$180,543 

2.464 

2.576 

5.040 

1.226 

I.Z26 

2.452 

.102 

.102 

.204 

(3.788) 

(3.788) 

(7.576) 

( .761) 

(.7611 

(1.522) 

$  89.059 

$  89.882 

$178,941 

*  17.964 

$  18.106 

$   36.070 

$28S^360_ 

$286^843_ 

$572^203_ 
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FORMULA  BUDGETS  -  EDUCATION 
K-12  BUDGETS  AND  FUNDING  SOURCES 


The  kindergarten  through  high  school  system  of  public  education  has 
nine  separate  budgeted  funds  for  operating  school  districts:  general 
fund,  transportation,  bus  reserve,  tuition,  retirement,  building  reserve, 
debt  service,  comprehensive  insurance,  and  adult  education. 

Each  of  these  budgets,  their  revenue  sources,  and  fiscal  1986 
expenditures,  are  described  below  (except  the  general  fund  budget  which 
is  under  the  Public  School  Program). 


Transportation 

The  transportation  fund  provides  transportation  for  "eligible 
transportees"  from  their  legal  residences  to  the  school  designated  by  the 
trustees.  According  to  Section  20-10-101,  MCA,  an  eligible  transportee  is 
a  child  who  is  not  less  than  five  years  old,  is  a  resident  of  the  state  of 
Montana,  and  resides  at  least  three  miles  from  school,  over  the  shortest 
practical  route.  Section  20-10-144,  MCA,  provides  that  the  transportation 
budget  is  ftinded  for  one- third  of  its  allowable  costs  by  the  state.  The 
remaining  two -thirds  of  the  allowable  costs  for  elementary  transportation 
are  financed  equally  by  coiuitywide  transportation  levy  and  district  prop- 
erty tax  levies.  The  remaining  two -thirds  of  the  allowable  costs  for  high 
school  transportation  are  financed  by  the  countywide  transportation  levy. 
Any  budget  in  excess  of  the  allowable  costs  is  funded  entirely  by  a  local 
property  tax.  The  total  transportation  expenditures  in  fiscal  1986  were 
$28.7  million. 


Bus  Reserve 

The  bus  reserve  has  been  established  by  Section  20-10-147,  MCA,  for 
the  purpose  of  building  a  depreciation  reserve  for  the  replacement  of 
school  buses  or  radios.  The  bus  reserve  is  funded  entirely  by  property 
taxes  at  the  local  level.  The  total  bus  reserve  expenditures  in  fiscal  1986 
were  $3.1  million. 


Tuition 

The  tuition  fund,  established  by  Sections  20-5-305  through  20-5-313, 
MCA,  is  a  district  budget  used  for  payment  of  tuition  for  students  attend- 
ing school  outside  their  district  of  residence.  Elementary  tuition  is  funded 
by  a  district  property  tax.  High  school  tuition  is  funded  through  the 
countywide  equalization  levy  and  through  a  district  levy.  The  total  tuition 
expenditures  in  fiscal  1986  were  $1.1  million. 
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Retirement 

The  retirement  fund  pays  the  district's  share  of  retirement,  social 
security,  and  unemployment  insurance  for  all  employees,  as  required  in 
Section  20-9-501,  MCA.  The  retirement  budget  is  funded  by  a  countywide 
property  tax  levy.     Total  expenditures  in  fiscal  1986  were  $50.5  million. 

Building  Reserve 

A  building  reserve  may  be  established  with  the  approval  of  the  quali- 
fied electors  of  a  district  as  provided  in  Section  20-9-502,  MCA.  The 
purpose  of  this  reserve  is  to  raise  money  for  the  future  construction, 
equipping,  or  enlarging  of  school  buildings,  or  for  purchasing  land  needed 
for  school  purposes.  It  is  funded  entirely  by  a  voted  district  property 
tax  levy.     Expenditures  from  this  fiuid  totaled  $5.6  million  in  fiscal  1986. 


Debt  Service 

Section  20-9-438,  MCA,  provides  for  a  debt  service  fund  where  money 
may  be  budgeted  to  pay  the  bond  interest  and  the  bond  principal  amounts 
due  in  the  ensuing  school  fiscal  year.  The  original  bond  issue  must  be 
approved  by  the  voters.  The  yearly  payments  are  budgeted  for  and 
funded  entirely  by  a  district  property  tax  levy.  Expenditures  from  the 
debt  service  fund  totaled  $24.2  million  in  fiscal  1986. 


Comprehensive  Insurance 

Sections  2-9-211  and  2-9-212,  MCA,  aUow  all  political  subdivisions  of 
the  state,  including  schools,  to  budget  a  separate  insurance  fund  for 
premiums  for  liability  insurance,  including  workers'  compensation  insur- 
ance. This  budget  is  funded  by  a  district  property  tax  levy.  Expendi- 
tures from  the  comprehensive  insurance  fimd  totaled  $7.4  million  in  fiscal 
1986. 


Adult  Education 

Section  20-7-705,  MCA,  requires  that  a  separate  adult  education  fund 
shall  be  established  when  an  adult  education  program  is  operated  by  a 
disrtrict.  This  program  is  to  serve  people  16  years  of  age  or  older  who 
are  not  regularly  enrolled  pupils  for  the  purpose  of  ANB  computation. 
The  terms  "adult  education"  and  "adult  basic  education"  are  defined  in 
Section  20-7-701,  MCA.  This  fund  is  financed  through  the  imposition  of  a 
1  mill  district  property  tax  levy,  federal  and  state  funds  for  adult 
education,  and  course  tuition  and  fees  for  equipment  and  materials. 
Expenditures  for  adult  education  totaled  $2.0  million  in  fiscal  1986. 

The  fiscal  1986  expenditures  from  each  of  these  funds  are  shown  by 
fund  in  Table  24. 
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Table  24 
Expenditures  by  Ftind  -  Fiscal  1986 


Amount 

Fund  (millions) 

Transportation  $28.7 

Bus  Reserve  3.1 

Tuition  1 . 1 

Retirement  50 . 5 

Building  Reserve  5.6 

Debt  Service  24.2 

Comprehensive  Insurance  7.4 

Adult  Education  2.0 
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MEDICAID 


Medicaid  is  a  jointly  funded  federal/state  assistance  program  intended 
to  provide  medical  care  to  low  income  persons.  Under  federal  regulations 
governing  the  program,  there  are  eight  mandatory  services  that  must  be 
provided  to  all  eligible  medicaid  recipients:  inpatient  and  outpatient 
hospital  care,  skilled  nursing  care,  physician  services,  lab  and  X-ray 
services,  family  planning,  screening  and  diagnostic  testing  for  youth,  and 
home  health  and  clinic  services.  In  addition,  there  are  32  other  "optional" 
services  that  a  state  can  provide  if  it  desires.  In  Montana,  the  state  has 
opted  to  provide  26  additional  services  under  the  medicaid  program  includ- 
ing nursing  home  care,  dental  services,  mental  health  services,  a  variety 
of  therapies  including  physical,  speech  and  occupational  therapies,  pur- 
chase of  drugs,  eyeglasses,  and  prosthetic  devices,  rehabilitation  services, 
and  a  group  home  care  for  the  developmentally  disabled. 


MEDICAID  ELIGIBILITY 

There  are  three  basic  groups  of  individuals  who  qualify  for  the 
state's  medicaid  program:  1)  recipients  of  AFDC  cash  assistance - 
payments;  2)  recipients  of  federal  Supplemental  Security  Income  (SSI)  cash 
payments;  and  3)  the  medically  needy.  Coverage  for  the  first  two  groups 
is  a  federal  requirement  for  participation  in  the  medicaid  program. 
Coverage  for  the  medically  needy  group  is  optional.  The  medically  needy 
are  individuals  who  are  not  receiving  AFDC  or  SSI  benefits  but  are  aged, 
blind,  disabled,  or  have  a  dependent  child  and  whose  income  is  insufficient 
to  meet  their  medical  needs.  Montana  provides  medicaid  coverage  to  the 
medically  needy. 


FEDERAL  PARTICIPATION 

The  amovmt  of  federal  financial  participation  in  the  medicaid  program 
is  a  function  of  the  ratio  of  the  state's  per  capita  income  compared  to  the 
national  per  capita  income.  In  fiscal  1987,  the  federal  government  changed 
some  of  the  procedures  used  in  calculating  the  matching  ratio  including 
shifting  from  a  biennial  to  an  annual  calculation  of  the  matching  ratio.  As 
a  .result  of  these  changes,  the  federal  matching  rate  will  increase  from  an 
average  of  66.52  percent  federal  funds  during  the  1987  bienniiun  to  an 
average  of  69.92  percent  in  the  1989  biennium.  Because  the  medicaid 
program  is  so  large  (total  current  level  funding  for  the  medicaid  program 
during  the  1989  biennium  is  $259.4  million  of  which  $78.0  million  is  general 
fund)  even  a  small  percentage  shift  in  the  ratio  of  federal  financial 
participation  can  have  a  very  significant  impact.  Montana  will  "save" 
approximately  $9.4  million  in  general  fimd  during  the  1989  biennium  as  a 
result  of  the  3  percent  increase  in  the  federal  matching  rate. 


INSTITUTIONS  FUNDED  WITH  BIEDICAID 

Four    of    the    state's    institutional    programs    receive    medicaid    reim- 
bursement from  SRS.     Because  these  institutions  are  primarily  funded  with 
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general  funds,    the  medicaid   reimbursement   is   an   important   offset   to   the 
state's  cost  of  operating  the  institutions. 


Table  25 

State  Institutions'  Cost  During  Fiscal  1986 

and  Federal  Medicaid  Revenue  as  a  Percent  of  Total  Costs 


Institution 

Actual  FY86 
Cost 

Federal 
Medicaid 
Revenue 

$5,185,998 
717,154 
893,374 
757.646 

Revenue 
as  %  of 
Total  Costs 

MT  Development  Center 

Center  for  the  Aged 

Eastmont 

Montana  State  Hospital 

Total 

$10,778,767 

2,501,252 

2,087,466 

19.323.241 

liiiiiQiZii 

48.11 

28.67 

42.80 

3.92 

The  federal  medicaid  reimbursement  received  by  the  state  institutions 
is  deposited  into  the  state  general  fiuid.  State  institutions  are  appro- 
priated 100  percent  general  fund  as  there  are  no  cash -flow  problems  due 
to  the  federal  medicaid  reimbursement  paperwork.  The  following  illustra- 
tion shows  the  interrelationship  of  medicaid  revenue  for  the  Department  of 
Institutions,   SRS,  and  the  state  general  fund. 


Illustration  7 
Funds  Flow  for  Federal  Medicaid  Reimbursement  of  State  Institutions 


Institutions 
$19,717,005 

/  \ 


/ 


\ 


\ 


SRS  / 

$19,717,005   / 


\ 


\        General  Fund 
\|  Revenue 

^\      $19,717,005 


1.  Part  of  State  Revenue  Projections 

2.  Maximize  Reimbursement 

3.  Line  Item  Medicaid  -  Institutions 
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A  drawback  to  Montana's  system  of  using  the  general  fund  to  fully 
fund  the  institution  is  dependent  upon  maximizing  the  reimbursement 
because  the  agency  is  already  funded.  For  each  $1  of  general  fund  that 
is  not  matched  with  federal  funds  the  state  loses  67  cents. 

An  example  of  choices  made  that  do  not  maximize  the  dollars  for 
Montana  is  found  in  the  accruals  for  fiscal  1987. 
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PAY  PLAN 


State  employees'  pay  is  established  by  the  state  pay  plan.  This  plan 
has  categorized  each  position  into  a  class.  Each  class  is  one  or  more 
positions  substantially  similar  with  respect  to  the  kind  or  nature  of  duties 
performed,  responsibility  assumed,  and  level  of  difficulty.  Thus,  the  same 
descriptive  title  may  be  used  to  designate  each  position  allocated  to  a 
class.  Similar  qualifications  may  be  required  of  persons  appointed  to  the 
position  in  the  class,  and  the  same  pay  rate  or  pay  grade  may  be  applied 
with  equity.  Each  class  of  position  is  assigned  a  grade  which  is  a  pay 
range  with  13  steps  on  the  state  pay -plan  matrix. 

The  objective  of  classifying  all  positions  in  the  state  service  into 
defined  classes  based  on  similarity  of  duties  performed,  responsibilities 
assumed,  and  complexity  of  work  is  that: 

1.  similar  qualifications  of  education,    knowledge,    skill,    and  ability 
may  be  required  of  applicants  for  each  position  in  the  class; 

2.  the  same  title  may  be  used  to  identify  each  position  in  the  class; 
and 

3.  similar    pay    may    be    provided    under    the    same    conditions    with 
equity  to  each  position  within  the  class. 

Some  employees  are  exempt  from  the  state  pay  plan  but  historically 
the  legislature  has  appropriated  funds  to  pay  exempted  positions  the  same 
pay  increases  as  classified  positions. 

Information  on  the  pay  plan  is  presented  in  the  following  categories: 
classified  employees,  exempt  employees,  employee  benefits,  and  historical 
pay  increases. 


CLASSIFIED  EMPLOYEES 

/'■■ 

Most  state  employees  hold  positions  which  are  classified.  That  is,  the 
positions  are  analyzed  for  the  education,  experience,  knowledge,  skills, 
and  abilities  required.  Positions  with  similar  requirements  are  assigned 
the  same  grade  on  a  state  pay  matrix.  Each  grade  generally  has  several 
steps  through  which  employees  advance  as  they  continue  working  for  the 
state. 

The  Department  of  Administration  continuously  reviews  positions  and 
adjusts  classifications  to  reflect  significant  changes  in  duties  and 
responsibilities.  Also  employees  and  unions  are  given  the  opportunity  to 
appeal  the  classification  of  a  position  although  they  cannot  appeal  the 
grade . 

A  position's  duties  may  change,  resulting  in  a  different  classification 
and  thus  perhaps  a  different  grade  which  means  a  pay  change.  These 
changes  are  termed  upgrades  and  downgrades  in  budgeting  jargon. 
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Montana  statutes  specify  the  salaries  of  employees  on  four  pay 
matrices:  the  statewide  pay  schedule,  the  institutional  teachers'  pay 
schedules,  the  liquor  store  occupation  pay  schedule,  and  the  blue  collar 
pay  schedule.  Covering  about  8,200  FTE,  the  statewide  matrix  contains  25 
grades  and  13  steps.  Most  state  employees  hold  positions  which  are 
classified  on  this  matrix.  Almost  50  FTE  are  classified  on  the  institutional 
teacher  pay  matrices  which  have  six  grades  (based  on  educational  level) 
and  10  steps  (based  on  years  of  experience.)  These  employees  teach  at 
the  state's  institutions  such  as  Mountain  View  and  Pine  Hills  schools.  The 
liquor  store  occupations'  pay  schedule  applies  to  the  130  FTE  who  work  in 
state  liquor  stores  and  contains  eight  grades.  Finally,  the  blue- collar  pay 
schedule  covers  766  FTE  who  are  employed  by  the  Department  of  Highways 
and  whose  positions  are  classified  into  the  13  grades  on  the  matrix. 

A  sample  of  the  pay  matrix  in  effect  for  fiscal  1989  is  attached  at  the 
end  of  this  section  on  the  state  pay  plan.     (See  Attachment  17.) 


EXEMPT  EMPLOYEES 

Elected  officials,  employees  of  the  legislative  and  judicial  branches, 
and  academic  and  professional  administrative  employees  of  the  university 
system  with  individual  contracts  are  examples  of  state  employees  exempt 
from  the  classification  system.  Section  2-18-103,  MCA,  lists  state  employ- 
ees exempted  from  the  state  pay  plan.  These  positions  are  listed  as 
follows : 

1.  elected  officials; 

2.  county  assessors  and  their  chief  deputies; 

3.  officers  and  employees  of  the  legislative  branch; 

4.  judges  and  employees  of  the  judicial  branch; 

5.  members  of  boards  and  commissions  appointed  by  the  Governor, 
appointed  by  the  legislature,  or  appointed  by  other  elected  state 
officials; 

6.  officers  or  members  of  the  militia; 

7.  agency  heads  appointed  by  the  Governor; 

8.  academic  and  professional  administrative  personnel  with  individual 
contracts  under  the  authority  of  the  Board  of  Regents  of  Higher 
Education ; 

9.  academic,  professional,  and  administrative  personnel,  and  live-in 
houseparents  who  have  entered  into  individual  contracts  with  the 
state  School  for  the  Deaf  and  Blind  under  the  authority  of  the 
state  Board  of  Public  Education; 

'        10.     teachers  under  the  authority  of  the  Department  of  Institutions; 

11.  investment  officer,  assistant  investment  officer,  executive 
director,  and  three  professional  staff  positions  of  the  Board  of 
Investments ; 

12.  four  professional  staff  positions  under  the  Board  of  Oil  and  Gas 
Conservation;  and 

13.  assistant  director  for  security  of  the  Montana  State  Lottery. 


Elected  Officials 

Section    2-16-405,    MCA,    sets    the    salaries    of    certain    elected    state 
officials.     For  fiscal  1989  the  salaries  are  as  follows: 
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Governor  $50,452 

Lieutenant  Governor  $36,141 

Chief  Justice  of  the  Supreme  Court  $51,722 

Justices  of  the  Supreme  Court,  each  $50,452 

Attorney  General  $46,016 

State  Auditor  $33,342 

Superintendent  of  Public  Instruction  $39,672 

Public  Service  Commission  Chairman  $37,363 

Public  Service  Commissioners,  other  than  Chairman  $36,141 

Secretary  of  State  $33,342 

Clerk  of  the  Supreme  Court  $32,401 

Other  elected  officials'  salaries  are  set  as  follows: 

District  Court  Judges  (Section  3-5-211,  MCA)  $49,178 

Legislators   -    Section   5-2-301,    MCA,    sets   the   salary   for   legislators. 
It  reads  in  part  as  follows: 

(  1  )  Lejfislators  are  entitled  to  a  salary  commensurate  to  that  of  the  daily 
rate  of  a  grade  8,  step  Z,  classified  state  employee  in  effect  when  the  regular 
session  of  the  legislature  in  which  they  serve  is  convened  under  5-2-103  for 
those  days  during  which  the  legislature  is  in  session.  The  president  of  the 
senate  and  the  speaker  of  the  house  shall  receive  an  additional  $5  a  day  in 
salary  for  those  days  during  which  the  legislature  is  in  session. 

IZ)  Legislators  may  serve  for  no  salary. 


Personal  Staff  „  ...  ,,_ 

Under  Section  2-18-104,  MCA,  personal  staff  is  exempt  from  the  pay- 
plan  provisions  as  stated  in  law.  However,  Section  2-18-104(4),  MCA, 
which  was  amended  for  the  1989  biennium,  freezes  exempt  position  salaries 
consistent  with  the  classified  pay  plan.     Section  2-18-104,  MCA,  reads: 

Exemption  for  personal  staff — limit.  (1)  Subject  to  the  limitations  in 
subsections  (2)  and  (3),  members  of  a  personal  staff  are  exempt  from  the 
application  of  Z-lB-ZO't,   2-18-205,  2-18-207,  and  2-18-1011  through  2-18-1013. 

(2)  The  personal  staff  who  are  exempted  by  subsection  (1)  may  not  exceed  10 
unless  otherwise  approved  by  the  department  [of  administration]  accord- 
ing to  criteria  developed  by  the  department.  Under  no  circumstances 
may  the  total  exemptions  of  each  elected  official  exceed  15. 

(3)  The  number  of  members  of  the  personal  staff  of  the  public  service 
commission  who  are  exempted  by  subsection  (1)  may  not  exceed  10. 

(4)  A  person  occupying  an  exempt  position  under  2-18-103  or  this  section 
may  not  receive  an  increase  in  compensation  unless  the  person  changes 
positions  or  successfully  completes  a  probationary  period  in  fiscal 
year  1988  or  1989. 
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Coimty  Assessors  and  Their  Chief  Deputies 

Sections    7-4-2503    and    7-4-2504,    MCA,    define    the    pay    for    county 
assessors  and  their  chief  deputies. 

Judges 

The   chief  water  judge's   salary,    as   set   in    Section   3-7-222,    MCA,    is 
the  same  as  a  district  judge's. 


Boards  and  Commissions 

Unless  otherwise  provided  by  law.  Section  2-15-124,  MCA,  provides 
that  each  member  is  entitled  to  be  paid  $50  a  day  when  performing  board 
duties.  Section  2-15-122,  MCA,  sets  advisory  council  members'  salary.  It 
is  not  to  exceed  $25  for  each  day. 


Militia 

Under  Section  2-15-1202,  MCA,  the  adjutant  general  shall  have  the 
rank  of  major  general. 

Academic  and  Professional  Administrative  Personnel  -  University  System 
Section  20-25-301(9),  MCA,   says  the  Board  of  Regents  shall: 

.  .  .  appoint  a  president  and  faculty  for  each  of  the  institutions  of  the  system, 
appoint  any  other  necessary  officers,  agents,  and  employees,  and  fix  their 
compensation  .  .  . 

Board  of  Investments 

Section  2-151808(2),  MCA,  gives  the  Board  of  Investments  the  power 
to  set  the  salaries  of  the  investment  officer,  assistant  investment  officer, 
executive  director,  and  three  professional  stJiff  positions. 

Board  of  Oil  and  Gas  Conservation 

According  to  Section  2-15-3303(3),  MCA,  the  board  may  set  the  salary 
of  four  professionals. 

Lottery  Assistant  Director  for  Security 

Section  23-5-1013(4),  MCA,  sets  the  assistant  director  for  security's 
salary  equal  to  90  percent  of  the  salary  of  the  lottery  director.  As  stated 
in  Section  23-5-1011(3),  MCA,  the  lottery  director's  salary  is  equal  to  90 
percent  of  the  director  of  the  Department  of  Commerce's  salary. 


-132- 


EMPLOYEE  BENEFITS 

State  employees  are  covered  by  unemployment  insurance,  the  workers' 
compensation  system,  various  retirement  systems  depending  on  their 
occupations,  and  the  state's  group  benefits  plan.  While  the  state  pays  all 
costs  of  coverage  by  unemployment  insurance  and  the  workers' 
compensation  system,  employees  contribute  part  of  the  costs  for  the 
retirement  systems  and  group  benefits  costs  above  the  $115  per  month  the 
state  now  contributes  for  health,  dental,  and  life  insurance  benefits. 
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ANNUAL  HOURS  =  2080 


ATTACHMENT  17 


STATE  OF  MONTANA 


05/03/8«- 

DEPARTMENT  OF  ADMINISTRATION    NOTE:  ObE^'W  INCLUDE 


1986  --  1987 


INSURANCE. 


PAY-MATR1X= 


STEP 
GRD   01 

1  8,012 

2  8,494 

3  9,018 

4  9,391 

5  10,223 

6  10,915 

7  11,682 
12,509 

9  13,427 

10  14,433 

11  15,532 

12  16,748 

13  18,084 

14  19,760 

15  21,505 

16  23,466 

17  25,587 

18  27,932 

19  30,508 

20  33,321 

21  36,415 

22  39,811 

23  43,526 

24  47,608 
:   i2,091 


STEP 
02 


STEP 
03 


STATE 


STEP 
04 


I'ERSONNEL  DIVISION 


MATRIX  TYPE=  ANNUAL 


STEP 
05 


8,719 
9,237 
9,801 
10,417 
11,096 
11,840 
12,665 
13,554 
1A.542 
15,623 
16.805 
18,113 
19,549 
21,351 
23,228 
25,336 
27,617 
30,138 
32,908 
35,933 
39,260 
42,911 
46,906 
51.295 
56,116 


8,921 
9,449 
10,025 
10,653 
11,346 
12,104 
12,946 
13.853 
14,860 
15,963 
17,169 
18,503 
19,968 
21,806 
23,720 
25,870 
28,197 
30,768 
33,594 
36.679 
40,073 
43,797 
47,872 
52,349 
57,266 


9,127 
9,666 
10,253 
10,894 
11,601 
12,374 
13,233 
14,158 
15,185 
16,310 
17,540 
18,901 
20,395 
22,270 
24,222 
26,415 
28,789 
31.411 
34,293 
37,440 
40,902 
44,701 
48,857 
53,424 
58,439 


9,337 
9,887 
10,486 
11,139 
11,861 
12.649 
13.525 
14,469 
15,516 
16,664 
17,916 
19,307 
20,831 
22,743 
24,734 
26,971 
29,392 
32,067 
35,006 
38.216 
41,748 
45,623 
49,862 
54.520 
59,635 


STi;p 

06 

^,5^1 
10,112 
10,723 
11,389 
12.126 
12,930 
13,823 
14,786 
15.854 
17.025 
18.304 
19,721 
21,275 
23,225 
25,256 
27,538 
30,007 
32,736 
35,734 
39,008 
42.611 
46,563 
50,887 
55,638 
60,855 


S'lT.P 
07 


STEP 
08 


STEl' 
09 


9,770 
10,342 
10,965 
11,644 
12,396 
13.216 
14,127 
IS.IO'J 
16,  199 
17.393 
18,698 
20.143 
21.728 
23.717 
25,789 
28,116 
30,635 
33,418 
36,476 
39.816 
43,4')1 
47,522 
51,932 
56.778 
60,855 


9,993 
10,576 
11,212 
11,904 
12,672 
13,508 
14,437 
15,439 
16,551 
17,768 
19,100 
20,573 
22,190 
24,219 
26,332 
28,706 
31,275 
34,114 
37.233 
40.640 
44.388 
48,500 
52,998 
56,778 
60,855 


10.220 

10.815 

11,464 

12,170 

12,953 

13,806 

14.753 

15,775 

16.910 

18.151 

19,510 

21,012 

22,661 

24,731 

26,886 

29,308 

31,928 

34,824 

38.005 

41.480 

45,303 

49,498 

52.998 

56,778 

60,855 


STEI^ 
10 

10,452 

11,059 

11,721 

12.441 

13,240 

14,110 

15,076 

16,118 

17,276 

18,542 

19,928 

21.460 

23,142 

25.253 

27,451 

29.922 

32,594 

35,548 

38,793 

42.337 

46,237 

49.498 

52,998 

56,778 

60,855 


STEP  STEP 
11     12 


10,689 

11,308 

11,983 

12,717 

13,532 

14,420 

15,405 

16,468 

17,649 

18.940 

20.354 

21.917 

23,632 

25,786 

28.028 

30.548 

33,273 

36,287 

39.596 

43.211 

46,237 

49,498 

52,998 

56,778 

60,855 


10,930 

11,562 

12,250 

12,999 

13,830 

14,73'6 

15,741 

16.825 

18,030 

19.346 

20,789 

22,383 

24,132 

26,329 

28.616 

31,187 

33,966 

37,040 

40.416 

43,211 

46,237 

49,498 

52,998 

56,778 

60,855 


STEP 
13 

11,422 

12,080 

12,795 

13,574 

14,438 

15,381 

16,42^ 

17,55o 

18,806 

20,175 

21,676 

23,334 

25,152 

27,437 

29,816 

32,490 

35,380 

38,577 

40,416 

43,211 

46,237 

49,498 

52,998 

56,77P 

60,85- 
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HISTORICAL  GENERAL  FUND  REVENUE  TRENDS 


For  convenience  of  analysis,  general  fund  revenue  is  viewed  as 
derived  from  20  separate  sources  and  a  twenty-first  category  which  in- 
cludes all  other  components.  Individual  income  tax  is  the  largest  single 
source  of  general  fund  revenue,  contributing  36  percent  of  total  revenue 
in  fiscal  1988.  Other  major  contributors  are  the  tax  on  corporate  income, 
the  oil  severance  tax,  interest  earned  on  the  coal  trust  fund  and  on 
invested  balances  not  earmarked  for  other  accounts,  the  insurance  premi- 
ums tax,  and  institutional  reimbursement.  Table  26  shows  total  general 
fund  revenue  and  its  components  since  fiscal  1984. 


Table  26 

General  Fund  Revenue 

Fiscal  Years  1984  through  1988 

(Thousands) 


Fiscal 

Fiscal 

Fiscal 

Fiscal 

Fiscal 

Category 

1984 

1985 

1986 

1987 

1988 

Individual  Income  Tax 

$109,022 

$115,877 

$110,218 

$121,479 

$142,747 

Corporation  License  Tax 

20,547 

36,697 

33,846 

19,683 

27,027 

Coal  Severance  Tax 

15,736 

17,432 

20,002 

17,291 

12,962 

Oil  Severance  Tax 

32,686 

32,527 

23,153 

10,762 

16,484 

Interest  on  Investments 

23,899 

25,723 

13,302 

12,831 

15,783 

Bond  Transfer 

41,683 

37,536 

35,488 

34,776 

38,116 

Coal  Trust  Fund  Interest 

18,948 

27,400 

38,527 

39,279 

36,775 

Insurance  Premiums  Tax 

13,621 

15,692 

16,780 

17,827 

31,746 

Institutional  Reimburse. 

9,180 

12,895 

14,193 

14,216 

15,395 

Liquor  Profits 

5,782 

4,466 

4,500 

5,000 

3,633 

Liquor  Excise  Tax 

6,416 

5,935 

5,837 

5,589 

5,323 

Inheritance  Tax 

5,960 

7,657 

7,179 

8,499 

8,745 

Metal  Mines  Tax 

2,630 

1,977 

990 

1,211 

2,962 

Electrical  Energy  Tax 

2,413 

2,362 

2,530 

2,992 

3,311 

Drivers'  License  Fees 

800 

804 

796 

803 

790 

Telephone  License  Tax 

2,522 

2,932 

3,244 

3,546 

3,450 

Beer  License  Tax 

1,204 

1,156 

1,288 

1,281 

1,255 

Natural  Gas  Severance  Tax     2,798 

2,946 

2,891 

2,493 

1,492 

Freight  Line  Tax 

1,334 

1,379 

1,195 

1,212 

1,230 

Wine  Tax 

905 

906 

946 

982 

930 

Other  Revenue 

12.219 

13.431 

17.497 

21.529 

21.800 

Total 

|33Q,3Q5 

$367^730 

liiiiiQ? 

liii^ii^ 

|3|U§5§ 

Between  fiscal  1984  and  1988,  total  general  fund  revenue  increased 
18.7  percent  for  an  annual  average  increase  of  4.4  percent.  In  contrast, 
the  consumer  price  index  rose  13.8  percent  over  the  same  four- year 
period.      Most   of   the   growth   in   general   fund   revenue   occurred   in   fiscal 
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1988  when  individual  income  tax  collections  were  bolstered  by  federal  tax 
reform.  During  the  three  preceding  years,  revenue  increased  a  total  of 
only  3.9  percent.  Several  revenue  sources  --  most  notably,  the  oil 
severance  tax  and  interest  on  investments  --  actually  decreased  between 
fiscal  1984  and  1988. 

The  following  sections  discuss  the  base  and  rate  for  each  tax  and 
give  a  history  of  the  variables  which  influence  revenue  from  the  major 
contributors  to  general  fund  revenue. 


Individual  Income  Tax 

Individuals  earning  income  in  Montana  are  subject  to  a  tax  on  their 
gross  incomes  after  allowance  for  exemptions  and  deductions.  Tax  rates 
range  from  2  to  11  percent,  with  a  10  percent  surtax  applying  to  liabilities 
for  tax  years  1987  and  1988.  As  a  result  of  changes  made  by  the  1987 
legislature,  the  percent  of  the  individual  income  tax  deposited  in  the 
general  fund  decUned  to  58.2  percent  beginning  in  1987,  compared  with  64 
percent  in  prior  years.  The  allocation  to  the  school  foundation  program 
was  increased  to  31.8  percent  from  25  percent,  while  the  deposit  in  the 
long-range  building  debt  service  account  declined  to  10  percent  from  11 
percent. 

Revenue  collected  is  dependent  on  a  number  of  factors,  the  most 
important  of  which  are  income  levels  in  the  state,  changes  in  the  consumer 
price  index,  the  amount  of  tax  credits  which  offset  tax  liabilities,  and 
revenue  attributed  to  audit  efforts.  Table  27  shows  Montana  personal 
income  and  non-farm  labor  income  levels  since  1983. 


Table  27 

Montana  Personal  Income  and  Nonfarm  Labor  Income 

Calendar  Years  1983  through  1987 

(Millions) 


Calendar 

Personal 

Percent 

Nonfarm 

Percent 

Year 

Income 
$8,504 

Change 
4.8 

Labor  Income 
$5,463 

Change 

1983 

5.5 

1984 

8,922 

4.9 

5,750 

5.3 

1985 

9,095 

1.9 

5,845 

1.6 

1986 

9,583 

5.4 

5,868 

0.4 

1987 

9,992 

4.3 

6,038 

2.9 

As  the  amounts  in  Table  27  suggest,  personal  income  is  the  broader 
measure  of  income  and  includes  all  labor  income,  dividends,  interest  earn- 
ings, rent,  and  transfer  payments.  We  believe  that  nonfarm  labor  income 
is  a  better  indicator  of  changes  in  adjusted  gross  income  subject  to  tax 
because  it  excludes  transfer  payments,  such  as  social  security,  which  are 
generally  not  taxed,  as  well  as  farm  proprietors'  income,  which  is  negative 
in    the    aggregate    for    tax    purposes.      During    the    past    three    years,    the 
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growth  in  total  personal  income  has  exceeded  that  in  nonfarm  labor  income. 
That  growth  rate  differential  is  due  partially  to  the  increase  in  transfer 
payments,  a  component  of  personal  income,  which  has  exceeded  the  growth 
in  nonfarm  labor  income. 

The  income  level  depends  on  a  number  of  factors,  including  Montana's 
population.  In  recent  years,  the  state  has  lost  population  as  shown  in 
Table  28.  That  table  also  gives  personal  and  nonfarm  labor  income  on  a 
per  capita  basis  which  is  calculated  by  dividing  total  income  by  population. 


Table  28 
Montana  Population  and  Per  Capita  Income 
Calendar  Years  1983  through  1987 


Per  Capita 

Per  Capita 

Calendar 

Population 

Percent 

Personal 

Percent 

Non-Farm 

Percent 

Year 

(Thousands) 

Change 

Income 

Change 

Labor  Income 

Change 

1983 

816 

1.3 

$10,421 

-- 

$6,695 

-- 

1984 

823 

0.9 

10,841 

4.0 

6,987 

4.4 

1985 

825 

0.2 

11,024 

1.7 

7,085 

1.4 

1986 

817 

(1.0) 

11,729 

6.4 

7,182 

1.4 

1987 

809 

(1.0) 

12,351 

5.3 

7,464 

3.9 

Because  the  sizes  of  the  tax  brackets  and  the  values  of  the  personal 
exemption  and  the  standard  deduction  are  indexed,  tax  liabilities  are 
dependent  on  the  rate  of  inflation.  As  the  consumer  price  index  rises, 
the  sizes  of  the  tax  brackets  increase,  as  do  the  values  of  the  personal 
exemption  and  the  standard  deduction.  This  indexing  prevents  the 
"bracket  creep"  which  would  otherwise  occur,  as  income  growth  pushes 
taxpayers  into  higher  tax  brackets  even  when  the  growth  merely  offsets 
inflation.  The  effect  of  indexing  is  to  limit  the  growth  in  income  tax 
revenue  since  only  real  (inflation -adjusted)  growth  causes  an  increase  in 
coUections,  not  "bracket  creep."  Table  29  shows  changes  in  the  consumer 
price  index  since  1983.  According  to  statute,  June  is  the  month  from 
which  year-to-year  changes  are  measured. 
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Table  29 

Consumer  Price  Index 

June  1983  through  1988 


Consumer 

Price  Index 

(1982 

-84  =  100) 

99.5 

103.7 

107.6 

109.5 

113.5 

118.0 

Percent 

Month  (1982-84  =  100)  Change 

June,   1983 

June,   1984  103.7  4.2 

June,   1985  107.6  3.8 

June,   1986  109.5  1.8 

June,   1987  113.5  3.6 

June,   1988  118.0  4.0 


Notice  that  the  growth  in  per  capita  nonfarm  labor  income  during  the 
past  two  years  has  not  kept  pace  with  increases  in  the  consumer  price 
index . 

While  income  growth  and  inflation  are  two  of  the  most  important 
factors  affecting  individual  income  tax  collections,  revenue  is  also  affected 
by  changes  in  the  definition  of  taxable  income  and  the  credits  allowed 
taxpayers.  Passage  of  the  Tax  Reform  Act  of  1986  by  the  U.S.  Congress 
increased  Montana  tax  collections  for  two  reasons.  First,  the  state's 
definition  of  adjusted  gross  income  generally  conforms  to  the  federal  defi- 
nition; by  broadening  the  tax  base,  federal  tax  reform  increased  the 
proportion  of  income  subject  to  the  state  tax  and  caused  an  increase  in  tax 
revenue.  Second,  since  federal  tax  reform  generally  lowered  federal  tax 
liabilities  for  individual  taxpayers,  those  who  itemized  their  deductions  had 
a  smaller  deduction  for  federal  taxes  paid  and  thus  owed  more  state  taxes. 

Tax  credits  claimed  by  taxpayers  also  influence  individual  income  tax 
revenue.  Table  30  shows  the  amounts  of  the  major  tax  credits  claimed  by 
taxpayers  for  tax  years  1983  through  1986. 


Table  30 

Major  Individual  Income  Tax  Credits 

Tax  Years  1983  through  1986 


Energy 

Homeowner/  Taxes  Paid  Investment  Conservation 

Tax  Year      Renter  Credit  Other  States  Credit  Credit 

1983  $2,540,855  $1,693,404  $2,744,144  $489,375 

1984  2,537,769  1,631,018  2,226,120  499,146 

1985  2,893,280  1,671,034  1,582,685  520,833 

1986  2,989,697  2,059,668  849,127  119,661 
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The  value  of  the  tax  credit  for  elderly  homeowners  or  renters  de- 
pends on  the  income  of  the  taxpayer  and  the  amount  of  property  taxes  or 
rent  he  pays.  Montana  residents  who  pay  income  taxes  to  other  states  or 
countries  may  claim  a  credit  against  Montana  income  taxes  for  those  taxes. 
Currently,  the  investment  tax  credit  is  equal  to  5  percent  of  the  federal 
credit;  the  federal  credit  was  repealed  for  property  placed  in  service  after 
1985.  Finally,  the  energy  conservation  credit  allows  the  taxpayer  to 
deduct  a  portion  of  his  expenditure  in  a  building  for  an  energy  conserva- 
tion purpose. 


Corporation  License  Tax 

Except  for  corporations  which  make  a  water's- edge  election,  each 
corporation  doing  business  in  Montana  is  assessed  a  corporation  license  tax 
equal  to  6.75  percent  of  its  net  income.  Unitary  corporations  are  those  in 
which  business  within  Montana  is  dependent  upon  and  contributory  to 
business  outside  the  state.  Such  corporations  may  elect  to  limit  the  appli- 
cation of  the  Montana  tax  to  U.S.  operations  (a  water's-edge  election),  as 
opposed  to  worldwide  unitary,  in  return  for  being  subject  to  a  7  percent 
tax  rate  on  its  net  income.  Corporations  must  pay  a  minimum  tax  of  $50. 
When  a  company's  fiscal  year  corresponds  with  the  calendar  year,  as  it 
does  for  most  taxpayers,  the  tax  is  due  May  15  on  net  income  earned 
during  the  preceding  calendar  year.  The  1987  legislature  imposed  a  4 
percent  surtax  on  tax  year  1988  liabilities. 

Distribution  of  corporation  license  tax  revenue  depends  on  the  source 
of  the  revenue.  Revenue  collected  from  banks  and  savings  and  loan 
associations  is  distributed  80  percent  to  the  taxing  jurisdiction  in  which 
the  financial  institution  is  located  and  20  percent  to  the  state.  Combining 
this  20  percent  with  all  revenue  from  corporations  other  than  financial 
institutions,  64  percent  of  the  total  is  deposited  in  the  general  fund,  25 
percent  in  the  school  equalization  aid  account,  and  11  percent  in  the 
long-range  building  debt  service  account. 

Our  forecasting  model  assumes  that  corporation  tax  collections  are 
dependent  on  U.S.  corporate  profits,  oil  prices,  and  mortgage  interest 
rates.  Because  many  of  our  major  taxpayers  are  large  corporations  that 
also  operate  in  other  states,  U.S.  profits  have  a  significant  effect  on 
Montana  tax  liabilities.  The  inclusion  of  oil  prices  in  the  model  recogpnizes 
the  importance  of  oil  companies  in  the  state's  corporate  mix.  Finally,  a 
decrease  in  the  mortgage  rate  was  found  to  be  associated  with  an  increase 
in  profitability,  suggesting  that  both  financial  institutions  and  wood  prod- 
ucts firms  benefit  from  lower  rates.  Table  31  shows  how  U.S.  corporate 
profits,  the  refiners'  acquisition  cost  of  oil,  and  the  mortgage  rate  have 
varied  since  1983. 
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Table  31 
U.S.   Corporate  Profits,  Refiners'  Acquisition  Cost,  and  Mortgage  Rate 

Calendar  Years  1983  through  1987 


U.S.   Corporate 

Refiners' 

Calendar 

Profits 

Acquisition 

Year 

(Billions) 
$207.6 

Cost 

1983 

$28.99 

1984 

240.0 

28.63 

1985 

224.3 

26.75 

1986 

236.4 

14.64 

1987 

276.7 

17.88 

Mortgage 
Rate 

12.82% 
12.48 
11.71 
10.26 
9.30 


Comparing  Tables  26  and  31,  notice  that  fiscal  1987  was  the  low  point 
for  corporation  tax  collections  and  also  the  year  when  oil  prices  were  at 
their  lowest  level. 

Also  contributing  to  fluctuations  in  tax  collections  are  the  enactment 
and  elimination  of  tax  credits  and  audit  collections.  Table  32  shows  the 
two  major  tax  credits  claimed  against  corporation  license  tax  liabilities. 


Table  32 

Business  Inventory  and  Investment  Tax  Credits 

Fiscal  years  1984  through  1988 


Fiscal  Year 


Business  Inventory 
Tax  Credit 


Investment 
Tax  Credit 


1984 
1985 
1986 
1987 
1988 


$5,075,073 
207,264 
6,441 
-0- 
-0- 


$2,332,314 
950,352 
781,384 
588,690 
282,785 


Because  business  inventory  taxes  were  eliminated  by  the  1981  legisla- 
ture and  the  federal  investment  tax  credit  (on  which  the  state  credit  is 
based)  does  not  apply  to  investments  placed  in  service  after  1985,  these 
two  credits  should  faU  to  zero  in  the  future.  Senate  Bill  22  enacted  by 
the  1987  legislature  amended  the  Montana  Capital  Company  Act  by  increas- 
ing the  amount  of  credit  a  corporation  may  claim  and  the  total  amount 
available  to  all  corporations.  The  limit  on  credits  for  a  single  corporation 
was  increased  to  $1,500,000  from  $375,000,  while  authorized  credits  for  all 
taxpayers  were  increased  $3,000,000.  In  fiscal  1988,  the  first  year  in 
which  data  was  collected,   capital  company  credits  totaled  $176,772. 

Since  fiscal  1984,  revenue  from  corporation  tax  audits  has  varied  as 
shown  in  Table  33. 
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Table  33 

Corporation  License  Tax  Audit  Revenue 

Fiscal  Years  1984  through  1988 


Fiscal  Year  Audit  Revenue 

1984  $  4,616,498 

1985  16,578,676 

1986  10,311,155 

1987  7,580,536 

1988  9,203,317 


After  peaking  in  fiscal   1985,    audit  revenue  has  averaged  $9   million 
over  the  past  three  years. 


Coal  Severance  Tax 

The  coal  severance  tax  is  paid  by  companies  producing  more  than 
50,000  tons  annually.  The  first  20,000  tons  of  production  are  exempt  from 
taxation.  For  coal  with  a  heating  value  per  pound  of  7,000  BTU's  per 
pound  or  greater,  the  severance  tax  rate  is  25  percent  of  the  contract 
sales  price.  Over  99  percent  of  Montana's  coal  production  is  taxed  at  the 
25  percent  rate. 

Legislation  passed  by  the  1987  legislature  lowered  the  coal  tax  rate 
from  30  percent  to  25  percent  in  fiscal  years  1989  and  1990,  20  percent  in 
fiscal  1991,  and  15  percent  in  fiscal  1992.  The  1987  legislation  also 
continued  the  "window  of  opportunity"  on  coal  production,  giving  pro- 
ducers a  tax  credit  for  production  in  excess  of  either  their  1983-1984 
production  average  or  their  1986  production  level,  whichever  is  less.  The 
incentive  tax  credit  will  be  in  effect  through  fiscal  1991. 

Table  34  shows  coal  price,  production,  the  incentive  tax  credit,  and 
tax  collections  for  fiscal  years  1983  through  1988. 


Table  34 

Coal  Production,  Price  Incentive  Tax  Credit,  and  Tax  Collections 

Fiscal  Years  1983  through  1988 


Fiscal 

Production 

Incentive 

Coal  Tax 

Year 

(Tons) 

Price 

Tax  Credit 

Collections 

1983 

26,448,307 

$10.11 

$         -- 

$80,044,988 

1984 

27,394,512 

10.10 

-- 

82,823,411 

1985 

31,002,175 

9.88 

-- 

91,748,856 

1986 

31,114,028 

9.07 

270,462 

84,217,213 

1987 

31,654,301 

8.28 

1,854,720 

76,546,623 

1988 

35,537,273 

8.31 

3,830,341 

84,638,312 

141 


Coal  production  increased  annually  from  fiscal  1983  through  1988. 
Production  grew  by  34  percent  over  the  six-year  period.  The  price  of 
coal  fell  by  18  percent  over  the  same  period.  Part  of  the  price  decline  is 
explained  by  legislation  which  eliminated  all  but  15  cents  of  federal,  state 
and  tribal  royalties  from  inclusion  in  the  taxable  contract  sales  price. 
This  legislation  lowered  the  contract  sales  price  by  $.05-1.85  depending  on 
the  producer's  price  and  the  royalty  terms  of  its  coal  leases. 

The  allocation  of  coal  severance  tax  to  the  state  general  fxind  has 
shifted  over  the  period  from  fiscal  1983  to  fiscal  1988.  Table  35  shows  the 
percent  allocation  and  coal  tax  revenue  to  the  general  fund. 


Table  35 

Coal  Tax  Allocation  and  Revenues  to  the  General  Fund 

Fiscal  Years  1983  through  1988 


Fiscal  Percent  General  Fund 

Year  Allocation  Revenues 

1983  19.00  $15,208,546 

1984  19.00  15,736,468 

1985  19.00  17,432,284 

1986  23.75  20,001,588 

1987  23.10  17,290,794 

1988  15.314  12,961,531 


Oil  Severance  Tax 

Most  crude  oil  produced  in  the  state  is  taxed  at  the  rate  of  5  percent 
of  gross  value.  House  Bill  776  enacted  by  the  1987  legislature  exempted 
the  value  of  "new"  production  for  two  years  and  of  the  first  five  barrels 
of  daily  production  by  stripper  wells  from  the  oil  severance  tax.  In 
addition,  the  value  of  daily  production  between  five  and  ten  barrels  from 
stripper  wells  is  subject  to  a  tax  rate  of  3  percent,  "New"  production 
refers  to  oil  from  a  well  which  has  not  produced  during  the  five  years 
immediately  preceding  the  first  month  of  qualified  new  production.  The 
exemption  for  "new"  production  terminates  when  the  Governor  certifies  that 
the  price  of  West  Texas  intermediate  has  reached  $25  a  barrel.  By  stat- 
ute, a  stripper  well  means  a  well  that  produces  less  than  10  barrels  a  day. 
When  the  Governor  certifies  that  the  price  of  West  Texas  intermediate  has 
reached  $30  a  barrel,  the  exemption  and  reduced  tax  rate  on  stripper 
production  are  ended.  Counties  which  experience  an  increase  in  produc- 
tion from  one  fisctil  year  to  the  next  receive  the  tax  paid  on  that  increase. 

Beginning  in  fiscal  1984,  one- third  of  oil  severance  tax  receipts  were 
earmarked  for  the  local  government  block  grant  program  which  terminated 
in  fiscal  1987.  Apart  from  changes  attributable  to  the  block  grant  alloca- 
tion, general  fund  revenue  from  the  oil  severance  tax  has  varied  with 
movements  in  price  and  production  level,  tax  rates,  and  exemptions. 
Table  36  shows  total  and  taxable  production  and  average  price  since  fiscal 
1984. 
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Table  36 

Crude  Oil  Production  and  Average  Price 

Fiscal  Years  1984  through  1988 


-  Total  Production  - 

-  Taxable  Pn 

sduction  - 

Percent 

Percent 

Average 

Fiscal  Year 

Barrels 

Change 

Barrels 

Change 

Price 

1984 

28,517,073 

(3.5) 

28,517,073 

(3.5) 

$28.54 

1985 

29,871,626 

4.7 

29,871,626 

4.7 

27.16 

1986 

28,945,573 

(3.1) 

28,945,573 

(3.1) 

23.88 

1987 

25,537,651 

(11.7) 

25,537,651 

(11.7) 

12.46 

1988 

23,307,365 

(8.9) 

20,989,498 

(17.8) 

16.43 

In  Table  36,  the  columns  labeled  "total  production"  refer  to  the 
definition  of  taxable  production  before  passage  of  House  Bill  776  which 
exempted  much  production  from  taxation.  The  columns  titled  "taxable 
production"  refer  to  the  barrels  of  crude  oil  actually  subject  to  the 
severance  tax  each  year.  In  fiscal  1988,  taxable  production  was  9.9 
percent  less  than  total  production.  The  fiscal  note  to  House  Bill  776 
estimated  a  fiscal  1988  tax  loss  of  $1.7  million  due  to  the  exemptions  and 
reduced  tax  rates  contained  in  the  bill;  based  on  actual  production  and 
price  levels,  the  loss  was  $2.5  million.  Even  without  the  decline  attri- 
butable to  House  Bill  776,  taxable  production  would  have  fallen  each  of  the 
last  three  fiscal  years. 

Fiscal  year  average  price  declined  between  fiscal  years  1982  and  1987, 
before  increasing  in  fiscal  1988.  After  peaking  in  the  second  quarter  of 
fiscal  1988,  average  price  has  been  on  a  generally  downward  trend  during 
the  last  year. 


Interest  on  Investments 

Interest  on  investments  not  earmarked  for  other  accounts  is  deposited 
in  the  general  fund.  This  pool  of  investments  is  known  as  the  treasurer's 
fund.  Shown  in  Table  37  are  interest  earned  on  the  treasurer's  fund,  the 
average  yield,  and  the  average  balance  with  and  without  proceeds  from  the 
sale  of  tax  and  revenue  anticipation  notes  (TRANS). 
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Table  37 

Interest  Earned  on  the  Treasurer's  Fund  and  Average  Balance 

Fiscal  Years  1984  through  1988 

Average  Balance 
Without  TRANS 
(Millions) 

226.5 
161.4 
156.0 
175.2 

*Without  the  one-tiifiie  loss  attributable  to  STIP  conviersion. 


Interest 

Average 

Fiscal 

Treasurer's 

Average 

Balance 

Year 

Fund 

Yield 
11).  75% 

(MilUons) 

1984 

$23,898,968 

$222.2 

1985 

25,723,532 

9.87 

260.5 

1986 

13,301,923 

6.43 

205.0 

1987 

12,830,478 

6.06* 

232.2 

1988 

16,783,377 

7.10 

222.3 

To  project  interest  earned  on  the  treasurer's  fund,  three  variables 
must  be  forecast:  the  average  balance  without  TRANS  proceeds,  the 
average  interest  rate  the  fund  will  earn,  and  the  average  amount  of 
TRANS  proceeds  in  the  treasurer's  fund  (which  is  based  on  the  timing  and 
amount  of  the  TRANS  sale). 


Bond  Transfer 

The  bond  transfer  to  the  general  fimd  is  made  from  the  long-range 
building  debt  service  account  and  is  equal  to  the  balance  in  the  account  in 
excess  of  that  which  must  be  held  for  future  principal  and  interest  pay- 
ments. Since  funds  for  principal  and  interest  payments  come  from  a 
general  fund  appropriation,  all  revenue  deposited  in  the  debt  service 
account  is  available  for  transfer  to  the  general  fund.  The  debt  service 
account  receives  10  percent  of  individual  income  tax  revenue,  11  percent 
of  corporation  license  tax  revenue,  79.75  percent  of  the  cigarette  tax,  and 
the  tobacco  products  tax. 

Prior  to  fiscal  1984,  the  debt  service  accotint  (which  was  then  known 
as  a  sinking  fiind)  received  tax  revenue  and  interest  income;  principal  and 
interest  payments  were  made  directly  from  the  account,  meaning  that  the 
balance  available  for  transfer  to  the  general  fund  was  revenue  less  debt 
service  payments.  Long-range  building  bonds  were  refinanced  during 
fiscal  1984  which  inflated  the  general  fund  transfer  for  that  year  by 
approximately  $13.1  million.  Refinancing  was  also  responsible  for  the 
current  procedure  of  paying  debt  service  costs  with  a  general  fund  appro- 
priation, leaving  all  revenue  to  the  account  available  for  transfer  to  the 
general  fund. 

The  preceding  section  has  discussed  the  variables  which  influence 
collections  of  the  individual  and  corporation  license  taxes.  The  cigarette 
tax  is  imposed  at  the  rate  of  16  cents  on  packages  containing  not  more 
than  20  cigarettes  and  proportionally  more  for  packages  containing  more 
than    20    cigarettes.      Table    38    shows    the    number    of    cigarette    packages 
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taxed    in    Montana    since    fiscal    1984.       Sales    are    on    a    20    cigarette    per 
package  basis.     (A  package  with  25  cigarettes  counts  as  1.25  packages.) 

Table  38 

Cigarette  Sales  Taxed  in  Montana 

Fiscal  Years  1984  through  1988 


Thousands 

Fiscal  Year  of  Packages                                 Percent  Change 

1984  90,604  (0.5) 

1985  85,688  (5.4) 

1986  80,799  (5.7) 

1987  77,690  (3.8) 

1988  72,909  (6.1) 


The  trend  toward  healthier  lifestyles,  added  to  the  state's  population 
loss,  probably  accounts  for  the  decline  in  cigarette  sales. 

Section  16-11-202,  MCA,  levies  a  tax  at  the  rate  of  12.5  percent  on 
the  wholesale  price  of  tobacco  products  other  than  cigarettes.  To  defray 
the  cost  of  collection  and  administration,  wholesalers  are  granted  a  dis- 
coimt  of  5  percent,  making  the  effective  tax  rate  11.875  percent.  Table 
39  shows  collections  of  the  tobacco  products  tax  since  fiscal  1984. 


Table  39 
Tobacco  Products  Tax 
Fiscal  Years  1984  through 

1988 

Fiscal  Year 

1984 
1985 
1986 
1987 
1988 

Revenue 

$692,897 
650,793 
669,932 
720,332 
773,440 

Percent  Change 

19.1 
(6.1) 

2.9 

7.5 

7.4 

Coal  Trust 

Interest 

The  Montana  Constitution  (Article  IX,  Section  5)  dedicates  one-half  of 
coal  severance  tax  collections  to  a  trust  fund.  The  deposit  is  then  split 
75  percent  to  a  permanent  trust  fund  and  25  percent  to  the  Montana 
Instate  Investment  Ftmd.  The  principal  of  the  permanent  trust  is  invested 
in  long-term  corporate  bonds  and  federal  securities.  The  instate  invest- 
ment fund  was  created  by  Initiative  95,  passed  by  Montana  voters  in  1982, 
and  is  used  to  make  loans  to  Montana  businesses  for  economic  development. 
The  interest  and  income  from  the  trust  fund  is  appropriated  to  the  state 
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general  fund,    the  trust  fund,    and,    beginning  in  fiscal  1988,   a  loan  loss 
reserve  account. 

Interest  earnings  from  the  permanent  trust  are  determined  by  the 
level  of  the  coal  tax  deposit,  the  interest  rate  on  long-term  bonds,  and 
the  cunount  of  coal  tax  subsidy  that  is  needed  to  back  the  coal  severance 
tax  bonds  which  are  issued  for  water  development.  (Coal  severance  tax 
bonds  are  discussed  in  the  section  entitled  "Coal  Severance  Tax.")  The 
earnings  on  the  instate  investment  fund  are  determined  by  the  rate  of 
return  on  economic  development  loans,  and  the  interest  rate  earned  on  the 
unloaned  fund  balance  which  is  invested  in  the  short-term  investment  pool. 

In  fiscal  1983,  100  percent  of  the  coal  trust  interest  was  allocated  to 
the  state  general  fund;  in  fiscal  years  1984  through  1986,  the  general  fund 
received  85  percent  of  coal  trust  interest  earnings,  while  15  percent  was 
reinvested  in  the  permanent  trust  and  the  instate  investment  fund.  In 
fiscal  1987,  the  general  fund  received  100  percent  of  the  coal  trust  in- 
terest earnings.  In  fiscal  1988,  the  general  fund  received  97.5  percent  of 
the  interest  earnings;  the  remainder  was  allocated  among  a  loan  loss  re- 
serve account,  the  permanent  trust,  and  the  instate  investment  fund. 
Table  40  shows  the  distribution  of  coal  trust  interest  to  the  general  fund, 
the  trust  fund,  and  the  loan  loss  reserve  account  in  fiscal  years  1983 
through  1988. 


Table  40 

Allocation  of  Coal  Trust  Interest  Earnings 

Fiscal  Years  1983  through  1988 


Loan  Loss 
Reserve  Total 

$     --  $18,466,762 

22,647,306 
32,319,147 
38,166,912 
39,278,822 
43,523  37,692,664 


Insurance  Premituns  Tax 

Insurance  companies  operating  in  the  state  are  required  to  pay  a  tax 
equal  to  2.75  percent  of  net  premiums  on  policies  sold  in  Montana.  Prior 
to  fiscal  1988,  the  tax  was  payable  on  March  1  for  premiums  received 
during  the  preceding  calendar  year.  The  1987  legislature  mandated  the 
quarterly  pajrment  of  taxes.  From  collections  of  the  insurance  tax,  pay- 
ments are  made  to  police  and  firefighters'  pension  funds.  Beginning  in 
fiscal  1986,  the  insurance  department  in  the  State  Auditor's  office  is 
funded  from  fees  and  charges  collected  by  the  department.  After  pay- 
ments to  pension  funds  and  the  earmarking  of  fees  and  charges,  the 
remainder  of  tax  receipts  are  deposited  in  the  general  fund. 
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Fiscal 

General 

Year 

Fund 

Reinvested 

1983 

$18,466,762 

$       -- 

1984 

19,250,210 

3,397,096 

1985 

27,471,275 

4,847,872 

1986 

32,441,894 

5,725,018 

1987 

39,278.822 

-- 

1988 

36,753,065 

896,076 

Table  41  shows  both  total  collections  of  insurance  premium  taxes  and 
the  amounts  transferred  to  police  and  firefighters'  pension  funds. 


Table  41 

Total  Insurance  Premiums  Taxes  and  Payments  to  Pension  Funds 

Fiscal  Years  1984  through  1988 


Fiscal 
Year 

1984 
1985 
1986 
1987 
1988 


Percent 

Pajnnents  to 

Percent 

Total  Taxes 

Change 

Pension  Fluids 

Change 

$18,772,261 

10.4 

$4,097,968 

-- 

20,003,012 

6.6 

4,335,404 

5.8 

22,827,472 

14.1 

4,967,323 

14.6 

24,281,288 

6.4 

5,478,340 

10.3 

37,792,401 

55.6 

5,651,244 

3.2 

The  jump  in  fiscal  1988  collections  is  largely  the  result  of  the 
quarterly  payment  of  taxes  which  began  that  year  and  resulted  in  the 
payment  of  taxes  on  six,  rather  than  four,  quarters  of  net  premiums. 

In  general,  payments  to  pension  funds  vary  with  the  compensation  of 
police  and  firefighters  and  the  contribution  rate  set  in  statute.  Payments 
for  volunteer  firefighters  are  equal  to  5  percent  of  premium  taxes  on 
poUcies  covering  property  and  casualty  losses. 

Beginning  in  fiscal  1986,  health  insurance  providers  are  assessed  an 
annual  charge  per  Montana  resident  covered  which  is  deposited  in  the 
general  fund  with  other  insurance  premiums  taxes  and  is  used  to  fund  a 
genetics  program.     Under  current  law,  the  fee  terminates  June  30,   1989. 

Revenue  from  the  insurance  premiums  tax  will  be  affected  by  the 
insolvency  of  Life  of  Montana  Life  Insurance  Company.  State  law  creates  a 
life  and  health  insurance  guaranty  association  which  provides  for  the 
compensation  of  policyholders  in  the  event  of  insolvency.  Funds  for  the 
necessary  compensation  are  provided  by  an  assessment  against  healthy 
insurance  companies.  Beginning  in  the  year  following  the  assessment, 
these  companies  may  write  off  the  payments  they  have  made  to  the  associa- 
tion against  their  insurance  premium  tax  liability  at  the  rate  of  20  percent 
of  the  total  assessment  annually.  Since  the  first  assessment  was  made  in 
late- 1987,  the  write-off  will  begin  affecting  revenue  in  fiscal  1989. 


Institutional  Reimbursement 

Four  of  the  state's  institutions  --  the  Montana  Developmental  Center, 
Center  for  the  Aged,  Eastmont,  Montana  State  Hospital  (which  includes  the 
Galen  and  Warm  Spring  campuses),  and  the  Veterans'  Home  --  collect 
partial  reimbursement  for  the  costs  of  patient  care.  While  all  fimds  which 
reimburse  the  Veterans'  Home  and  fluids  from  the  alcohol  program  at  Galen 
are  returned  to  those  institutions,  other  reimbursements  are  deposited  in 
the  general  fund. 
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Four  sources  contribute  to  institutional  reimbursement:  private 
resources  of  the  patients  and  parties  responsible  for  them,  insurance, 
medicaid,  and  medicare.  In  fiscal  1988,  medicaid  payments  accounted  for 
86  percent  of  total  institutional  reimbursement.  Table  42  shows 
reimbursement  by  source  since  fiscal  1984.  » 


Table  42 

Sources  of  Institutional  Reimbursement 

Fiscal  Years  1984  through  1988 


Total 


Fiscal  Year 

Private 
$     951,686 

Insurance 
$  49,964 

Medicaid 

Medicare 

1984 

$  8,059,022 

$119,248 

1985 

1,071,511 

82,164 

11,535,871 

205,880 

1986 

1,768,182 

239,848 

11,981,558 

203,779 

1987 

1,660,522 

251,790 

12,072,691 

230,812 

1988 

1,870,656 

141,797 

13,239,785 

143,142 

$  9,179,920 
12,895,427 
14,193,367 
14,215,836 
15,395,382 


Since  it  contributes  the  major  portion  of  institutional  reimbursement, 
the  level  of  medicaid  payments  is  the  most  important  determinant  of  reve- 
nue. In  turn,  three  variables  determine  the  amount  of  medicaid  nursing 
home  payments:  1)  the  number  of  patient  days  eligible  for  medicaid  reim- 
bursement; 2)  the  reimbursement  rate  per  patient  day  which  depends  on 
elig^ible  costs  and  varies  between  institutions;  and  3)  the  private  resources 
of  medicaid  patients  which  reduce  the  medicaid  payment  while  contributing 
to  private  reimbursement  revenue. 

Liquor  Profits 

In  return  for  the  monopoly  it  has  on  the  sale  of  liquor  in  the  state, 
the  Liquor  Division  in  the  Department  of  Revenue  is  required  to  pay  into 
the  general  fund  the  net  proceeds  from  the  operation  of  state  liquor 
stores.  Net  proceeds  or  profits  of  the  stores  depend  on  the  sales  of  the 
stores  and  the  expenses  necessary  to  realize  those  sales.  As  Table  43 
indicates,  liquor  profits  have  declined  substantially  in  recent  years.  The 
decline  is  attributable  to  falling  liquor  sales  which  are  discussed  in  the 
following  section  on  the  liquor  excise  tax. 

Liquor  Excise  Tax 

Section  16-1-401,  MCA,  authorizes  collection  of  a  liquor  excise  tax 
and  sets  the  tax  rate  at  16  percent  of  the  retail  selling  price.  (The  retail 
selling  price  is  defined  as  the  state's  cost  plus  mark-up  and  is  less  than  a 
customer  pays  in  a  state  liquor  store.)  All  revenue  collected  from  the  tax 
is  deposited  in  the  general  fund.  Table  43  shows  the  decline  in  unit 
liquor  sales  since  fiscal  1984. 
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Table  43 

Unit  Liquor  Sales 

Fiscal  Years  1984  through  1988 

Fiscal  Year 

Unit  Sales 

Percent  Change 

1984 

6,864,154 

(4.0) 

1985 

6,317,465 

(8.0) 

1986 

5,988,073 

(5.2) 

1987 

5,493,264 

(8.3) 

1988 

5,094,044 

(7.3) 

Inheritance  Tax 

i           I 

Title  72  of  the  Montana  Code  Annotated  authorizes  the  collection  of 
inheritance  and  estate  taxes.  The  inheritance  tax  liability  depends  on  the 
size  of  an  estate  and  the  relationship  of  the  heirs  to  the  decedent.  Estate 
taxes  also  depend  on  the  size  of  the  estate  and  are  equal  to  the  credit 
allowed  by  the  federal  estate  tax  for  state  taxes.  To  find  the  amount  of 
death  taxes  owed  the  state  of  Montana,  tax  liabilities  Tinder  each  the 
inheritance  and  estate  tax  laws  are  calculated;  the  larger  of  the  two  is  the 
amount  owed. 

As  Table  26  indicates,  tax  collections  vary  in  an  even  pattern.  Col- 
lections depend  on  the  wealth  of  those  who  die  and  their  choices  of  heirs. 
The  inheritance  of  spouses  and  lineal  descendents  is  exempt  from  the 
Montana  inheritance  tax. 


Metal  Mines  Tax 

The  metal  mines  tax  is  levied  on  producers  of  gold,  silver,  copper, 
lead,  and  other  metal  or  precious  or  semiprecious  gems  or  stones  of  any 
kind.  Beginning  with  the  calendar  1985  tax  year,  no  tax  wiU  be  assessed 
on  the  first  $250,000  of  gross  value  of  metal  mined,  exempting  mines  with 
little  output,  and  the  marginal  tax  rate  rises  from  0.5  percent  on  the 
second  $250,000  of  gross  value  to  1.5  percent  on  gross  value  over 
$1,000,000.  Collections  for  tax  years  beginning  after  December  31,  1984 
are  allocated  67  percent  to  the  general  fund  and  33  percent  to  the  hard- 
rock  mining  impact  trust  account.  The  tax  is  due  March  1  for  production 
during  the  preceding  calendar  year.  Prior  to  calendar  year  1985,  the  tax 
rate  varied  from  0.15  percent  on  the  first  $100,000  to  1.438  percent  on 
value  over  $500,000.     All  revenue  was  deposited  in  the  general  fund. 

Electrical  Energy  Producers  License  Tax 

Electrical  energy  producers  are  taxed  $0.0002  per  kilowatt  hour  on 
electricity  or  electrical  energy  generated,  manufactured,  or  produced  in 
the  state  of  Montana.  Section  15-32-107,  MCA,  authorizes  a  credit  against 
either    the    corporation    license    tax    or    electrical    energy    tax    for    public 
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utilities  lending  money  for  residential  energy  conservation.  The  credit  is 
equal  to  the  difference  between  interest  actually  received  on  the  loans  and 
the  interest  that  would  have  been  received  at  the  prevailing  average 
interest  rate  for  home  improvement  loans.  Table  44  shows  kilowatt  hours 
of  electricity  taxed  and  the  total  interest  differential  credit  claimed 
annually  since  fiscal  1984. 


Table  44 

Kilowatt  Hours  Taxed  and  the  Interest  Differential  Credit 

Fiscal  Years  1984  through  1988 


Fiscal  Year 

Kilowatt  Hours 
(Millions) 

10,475 
13,523 
14,538 
17,880 
18,007 

Percent 
Change 

15.9 
29.1 

7.5 
23.0 

0.7 

Interest 
Differential  Credit 

$290,876 
343,390 
398,482 
423,731 
361,652 

Percent 
Change 

1984 
1985 
1986 
1987 
1988 

19.7 

18.1 

16.0 

6.3 

(14.6) 

Drivers 

License  Fees 

-  Section  61-5-111,  MCA,  establishes  fees  for  the  issuance  of  driver's 
licenses  and  motorcycle  endorsements.  Included  in  this  category  of  reve- 
nue are  general  fund  revenue  from  driver's  licenses, the  motorcycle  en- 
dorsement, duplicate  driver's  licenses,  and  the  photo  copy  fee.  By  stat- 
ute, 40  percent  of  the  revenue  from  driver's  license  fees  and  60  percent  of 
the  revenue  from  motorcycle  endorsements  are  deposited  in  the  general 
fund. 


Telephone  Company  License  Tax 

Authorized  by  Section  15-53-101,  MCA,  the  telephone  company  license 
tax  is  equal  to  1.725  percent  of  the  gross  income  in  excess  of  $250  quar- 
terly derived  from  any  telephone  business  in  the  state.  Because  tax 
receipts  rise  with  the  gross  incomes  of  covered  telephone  companies,  tax 
increases  are  due  to  growth  in  the  quantity  of  telephone  services  provided 
and  to  price  increases  on  telephone  services. 

Beer  Tax 

Sections  16-1-406  through  408,  MCA,  levy  taxes  totaling  $4,30  per 
31 -gallon  barrel  of  beer.  From  the  tax  on  each  barrel,  $1.80  is  deposited 
in  the  general  fund,  $1.50  goes  to  incorporated  cities  and  towns,  and 
$1.00  is  credited  to  the  Department  of  Institutions  for  alcoholism  programs. 
The  1985  legislature  increased  the  tax  rate  30  cents  per  barrel  and  speci- 
fied that  the  additional  tax  would  be  deposited  in  the  general  fund. 
Because  the  basis  of  the  tax  is  volumetric,  revenue  depends  on  the  quan- 
tity  of   beer   sold.      The   trend   in   beer   sales   has   been   downward  for   the 
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past  five  years;    the  fiscal  1986  increase  in  tax  collections  was  due  solely 
to  the  increase  in  the  tax  rate. 


Natural  Gas  Severance  Tax 

In  accordance  with  Section  15-36-101,  MCA,  a  severance  tax  of  2.65 
percent  of  total  gross  value  is  levied  on  the  production  of  natural  gas  in 
the  state.  The  1987  legislature  enacted  House  Bill  776  which  provides  a 
two-year  exemption  for  "new"  production  of  natural  gas  and  exempts  the 
first  30,000  cubic  feet  of  daily  production  from  gas  wells  which  produce 
60,000  cubic  feet  or  less  per  day,  on  average,  during  the  preceding 
calendar  year.  In  addition,  production  between  30,000  and  60,000  cubic 
feet  from  wells  producing  60,000  cubic  feet  or  less  per  day  is  taxed  at 
1.59  percent,  60  percent  of  the  rate  on  higher  production  wells.  "New" 
production  is  defined  as  production  from  a  well  which  has  not  produced 
during  the  immediately  preceding  five  years.  The  exemption  for  "new" 
production  terminates  when  the  Governor  certifies  that  the  price  of  West 
Texas  intermediate  has  reached  $25  a  barrel.  Coimties  in  which  an  in- 
crease in  taxable  production  occurs  receive  the  tax  collected  on  that 
increase . 

Receipts  from  the  natural  gas  severance  tax  depend  on  the  levels  of 
price  and  taxable  production  and  how  that  production  is  divided  between 
that  taxed  at  the  full  2.65  percent  rate  and  that  taxed  at  the  reduced  1.59 
percent  rate.  Table  45  shows  taxable  production  levels  and  price  since 
fiscal  1984. 


Table  45 

Natural  Gas  Taxable  Production  and  Average  Price 

Fiscal  Years  1984  through  1988 


Taxable  Production 


Fiscal  Year 

(000 

of  Cubic  Feet) 

Percent  Change 

Average  Price 

1984 

44,213,508 

-- 

N.A. 

1985 

43,716,702 

(1.1) 

N.A. 

1986 

43,869,698 

0.3 

N.A. 

1987 

39,357,631 

(10.3) 

N.A. 

1988 

28,279,600 

(28.1) 

$1.64 

The  large  drop  in  fiscal  1988  taxable  production  was  the  result  of  the 
exemptions  contained  in  House  Bill  776  and  explained  earlier. 


Freight  Line  Tax 

Established  in  Section  15-55-102,  MCA,  the  freight  line  company 
license  tax  is  assessed  at  the  rate  of  "5  1/2  percent  of  the  total  gross 
earnings  received  from  all  sources  by  reason  of  the  use  or  operation  of 
such  cars  within   the   state."     Companies  pay  the   tax   on   rail  cars  which 
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operate  in  the  state  and  are  not  otherwise  listed  for  taxation  in  Montana. 
On  or  before  March  1  of  each  year,  the  tax  is  payable  on  earnings  for  the 
preceding  calendar  year. 


Wine  Tax 

Table  wine  sold  in  the  state  is  taxed  at  the  rate  of  27  cents  per  liter. 
Sixteen  cents  of  the  tax  is  deposited  in  the  general  fund,  while  8.34  cents 
is  credited  to  the  Department  of  Institutions  for  alcoholism  programs,  1  1/3 
cents  is  allocated  to  counties,  and  1  1/3  cents  to  cities  and  towns.  Be- 
cause the  tax  has  a  volumetric  base,  revenue  depends  on  the  quantity  of 
wine  sold. 


Other  Revenue 

ei   IV  '^ 

The  "other"  revenue  category  contains  a  large  number  of  taxes,  fees, 
and  other  types  of  revenue  which  individually  have  yielded  less  that  $3 
million  annually.  Because  the  components  of  the  category  change  over 
time,  as  new  taxes  and  fees  are  established  and  some  are  discontinued,  an 
analysis  of  growth  trend  is  difficult.  The  largest  components  of  "other' 
revenue  are:  the  state's  share  of  the  net  income  tax  on  video  gaming 
machines,  the  state  share  of  vehicle  licensing  fees,  and  fees  for  licenses 
and  permits  collected  by  the  Public  Service  Commission.  In  fiscal  1987, 
"other"  revenue  was  inflated  by  the  receipt  of  $3.4  million  from  the  sale  of 
the  Montana  Youth  Treatment  Center. 
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INFLATION 


Inflation  is  an  increase  in  the  general  price  level.  Most  commonly, 
the  rate  of  inflation  is  measured  by  increases  in  the  consumer  price  index 
(CPI).  The  CPI  reflects  the  cost  of  purchasing  a  constant  collection  of 
goods  typically  bought  by  consumers  in  any  year  relative  to  what  it  cost 
to  buy  that  same  collection  in  the  base  period,  which  is  currently  1982 
through  1984,  For  example,  in  1987  the  CPI  stood  at  113.6  which  means 
that  consumer  prices  rose  13.6  percent  between  1982-4  and  1987. 

Although  the  CPI  is  the  most  commonly  used  measure  of  inflation, 
other  price  indices  exist.  The  consumer  price  index  has  several  compo- 
nents such  as  the  CPI  for  medical  care  and  food,  each  of  which  measures 
price  changes  for  a  specified  portion  of  goods  and  services  in  the  overall 
CPI.  Another  price  index  is  the  implicit  price  deflator  for  gross  national 
product  (GNP).  The  index  is  more  broadly  based  than  the  CPI,  including 
all  expenditures  which  make  up  the  country's  gross  national  product. 
Thus,  it  reflects  price  changes  not  only  for  consumer  purchases,  as  the 
CPI  does,  but  also  investment  goods  and  government  purchases.  As  was 
the  case  with  the  CPI,  the  GNP  deflator  has  a  number  of  component  price 
indices,  such  as  those  for  producers'  durable  equipment  and  state  and 
local  government  purchases. 

As  determined  by  the  Office  of  the  Legislative  Fisc€d  Analyst, 
current-level  agency  budgets  do  not  generally  include  amoiuits  required  to 
compensate  for  the  effect  inflation  has  on  the  costs  of  agency  operations. 
With  few  exceptions,  agency  operating  expenses  are  not  inflated  from  the 
fiscal  1988  level. 

Inflation  adjustment  factors  were  forecast  for  48  expenditure  codes 
covering  operating  expenses,  approximately  10  percent  of  the  more  than 
450  expenditure  codes  used  by  agencies  in  fiscal  1988  to  classify  operating 
expenditures.  Among  the  expenditure  categories  not  adjusted  for  inflation 
are  shop  supplies,  tools,  and  minor  equipment;  office  supplies  procured 
from  nonstate  sources;  and  repair  and  maintenance  of  office  equipment. 
More  than  $1  million  was  spent  in  each  of  these  categories  during  fiscal 
1988.  Because  most  categories  of  operating  expenditures  had  no  inflation 
adjustment,  much  of  current-level  budget  holds  expenditures  at  the  fiscal 
1988  levels.  The  Budget  Analysis  provides  estimates  of  the  costs  for 
funding  inflationary  cost  increases  in  1991  biennium  budgets. 

Funding  agency  budgets  with  no  inflation  adjustments  implies  reduc- 
tions in  the  quantities  of  goods  and  services  that  the  agencies  can  utilize 
compared  with  quantities  available  in  fiscal  1988.  The  reduction  occurs 
because  frozen  funding  levels  will  buy  fewer  goods  and  services  at  the 
higher  price  levels  expected  in  the  future.  The  extent  of  the  reduction 
will  depend  on  the  actual  inflation  that  occurs  and  the  economies  agencies 
are  able  to  realize  in  their  operations.  Recall  that  the  1987  legislature  did 
not,  in  general,  fimd  inflation  adjustments  in  agency  budgets.  As  a 
consequence,  the  fiscal  1988  budget  base  used  in  budgeting  for  the  1991 
biennium  was  frozen  at  the  level  of  fiscal  1986  expenditures  (the  budget 
base  used  by  the  1987  legislature).  If  the  1989  legislature  does  not  adjust 
1991  biennium  appropriations  for  inflationary  cost  increases,  the  fiscal  1991 
budget  will  remain  frozen  at  fiscal  1986  cost  levels. 
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COAL  SEVERANCE  TAX  AND  INTEREST  DISTRIBUTION 


Distribution  of  the  coal  tax  is  controlled  by  the  Montana  Constitution 
and  state  law.  Article  IX,  Section  5,  of  the  Montana  Constitution 
establishes  a  trust  fund.     It  reads  as  follows: 

Section  5.  Severance  tax  on  coal — trust  fund.  The  legrislature  shall  dedi- 
cate not  less  than  one-fourth  (!/<»)  of  the  coal  severance  tax  to  a  trust  fund> 
the  interest  and  income  from  which  may  be  appropriated.  The  principal  of  the 
trust  shall  forever  remain  inviolate  unless  appropriated  by  vote  of  three-fourths 
(3/4)  of  the  members  of  each  house  of  the  legislature.  After  December  31 >  1979> 
at  least  fifty  percent  (SOX)  of  the  severance  tax  shall  be  dedicated  to  the  trust 
fund. 

The  coal  tax  trust  fund  is  established  in  the  Montana  Constitution  and 
receives  50  percent  of  coal  severance  tax  collections.  Of  this  50  percent, 
one -fourth  is  deposited  to  the  instate  investment  fund  for  economic  devel- 
opment projects  and  three -fourths  is  deposited  to  the  permanent  trust 
fund.  Coal  severance  tax  bonds,  issued  to  promote  water  development  in 
Montana,  are  subsidized  by  the  coal  tax  deposit  to  the  permanent  trust 
when  water  development  loan  repajnments  do  not  cover  debt  service  costs. 

The  remaining  allocation  of  coal  tax  and  the  interest  earnings  are 
defined  in  law.  The  following  table  shows  the  percentage  allocation  of  coal 
tax  for  fiscal  years  1986  through  1989. 


Table  46 

Coal  Severance  Tax  Percentage  Allocations 

Fiscal  Years  1986  through  1989 


Category 

Constitutional  Trust 
General  Fund 
Public  School  Equal. 

Education  Trust 

Local  Impact 

Parks  Acquisition  Trust 

Alternative  Energy 

Renewable  Resources 

Water  Development 

County  Land  Planning 

Library  Commission 

Conservation  Districts 

Hwy .   Reconstruction 

MT  Growth  Through  Agric. 

Total 


FY  1986 

FY  1987 

FY  1988 

FY  1989 

Percent 

Percent 

Percent 

Percent 

50.000 

50.000 

50.000 

50.000 

23.750 

23.100 

15.314 

15.314 

5.000 

13.200 

16.796 

16.796 

10.000 

0.000 

0.000 

0.000 

3.000 

2.640 

1.520 

1.520 

2.500 

0.000 

0.000 

0.000 

1.250 

1.100 

1.710 

1.710 

0.625 

0.550 

0.475 

0.475 

0.625 

0.550 

0.475 

0.475 

0.500 

0.440 

0.380 

0.380 

0.500 

0.440 

0.380 

0.380 

0.250 

0.220 

0.190 

0.190 

2.000 

7.760 

12.000 

12.000 

0.000 

0.000 

0.760 

0.760 

IQQ^QQQ 

IQQJQQ 

IQQ^QQQ 

1Q9=QQQ 
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As  shown  in  the  table,  the  percent  allocated  to  the  general  fund  for 
the  1989  biennium  decreased  from  23.75  to  15.31.  However,  since  the 
general  fiind  is  used  to  supplement  the  public  school  equalization  account, 
these  two  categories  can  be  considered  as  one.  When  the  general  fiuid 
and  the  public  school  equalization  accounts  are  combined,  the  allocation 
increases  from  28.75  to  32.11  percent,  an  increase  of  3.36  percent. 

The  education  and  park  acqtdsition  trust  funds  together  received  12.5 
percent  of  coal  tax  collections  in  fiscal  1986  and  zero  percent  in  fiscal 
years  1987  through  1989.  Two  bills  altering  the  allocation  of  the  coal 
severance  tax  were  approved  during  the  June  1986  special  session.  House 
Bill  15  redirected  the  coal  tax  from  the  park  acquisition  trust  to  the 
general  fxuid  for  fiscal  years  1987  through  1989.  As  a  result,  the  general 
fund  allocation  increased  2.2  percent  to  23.1  percent.  Senate  Bill  13 
redirected  the  coal  tax  from  the  education  trust  fiuid  to  the  public  school 
equalization  account  in  fiscal  1987.  The  aUocation  of  coal  tax  to  the  public 
school  equalization  account  increased  from  4.4  percent  to  13.2  percent  as  a 
result. 

Highway  reconstruction  trust  allocations  increased  from  2.0  percent  in 
fiscal  1986,  to  7.76  percent  in  fiscal  1987,  to  12.0  percent  for  the  1989 
biennium.  Under  current  law,  12.0  percent  of  coal  taxes  will  be  allocated 
for  highway  reconstruction  projects  through  the  1993  biennium.  Fiuiding 
will  be  discontinued  thereafter. 

The  1985  legislature  allocated  1.25  percent  of  coal  taxes  to  the  alter- 
native energy  research  development  and  demonstration  accovint  for  the  1987 
biennium  and  provided  for  an  increase  in  the  allocation  for  the  1989  bien- 
nium. In  the  June  1986  special  session,  the  legislature  reduced  the 
allocation  for  fiscal  1987  from  1.25  to  1.1  percent,  but  maintained  the 
increase  for  the  1989  biennium. 

The  Montana  Growth  through  Agriculture  Program  was  established  by 
the  1987  legislature  to  promote  a  public -private  partnership  to  assist  in  the 
development  of  innovative  agricultural  products  and  businesses.  This 
program  is  funded  by  0.76  percent  of  the  coal  severance  tax. 

As  shown  in  the  following  table  the  amount  of  coal  tax  has  dropped  28 
percent,  or  $23.4  million,  from  fiscal  1986  to  projected  fiscal  1989. 
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Table  47 
Severance  Tax  Collection  and  Allocations 
Fiscal  Years  1986  through  1989 


Fiscal  1986 

Fiscal  1987 

Fiscal  1988 

Fiscal  1989 

Category 

Actual 

Actual 

Projected 
$33,903,997 

Projected 

Constitutional  Trust 

$42,108,607 

$38,273,312 

$30,419,119 

General  Fund 

20,001,588 

17,290,794 

10,384,116 

9,316,768 

Education  Trust 

8,'f21,721 

-0- 

-0- 

-0- 

Local  Impact 

2,526,516 

2,020,831 

1,030,682 

924,741 

Public  School  Equal. 

4,210,861 

10,104,154 

11,389,031 

10,218,390 

Parks  Acquisition  Trust 

2,105,430 

391,476 

-0- 

-0- 

Alternative  Energy 

1,052,715 

842,013 

1,159,517 

1,040,334 

Renewable  Resources 

526,358 

421,006 

322,088 

288,982 

Water  Development 

526,358 

421,006 

322,088 

288,982 

County  Land  Planning 

421,086 

336,805 

257,670 

231,185 

Library  Commission 

421,086 

336,805 

257,670 

231,185 

Conservation  Districts 

210,543 

168,403 

128,835 

115,593 

Hwy .  Reconstruction 

1,684,344 

5,940,018 

8,136,959 

7,300,588 

MT  Growth  Through  Agrlc. 

-0- 

-0- 

515,341 
$67,807,994 

462,371 

Total 

$84,217,213 

$76,546,623 

$60,838,238 

COAL  SEVERANCE  TAX  BONDS 

Coal  severance  tax  bonds  are  issued  by  the  state  and  backed  by 
revenues  to  the  coal  tax  permanent  trust  fund.  The  bond  proceeds  are 
used  to  provide  loans  to  public  entities  for  water  development  projects  and 
activities.  The  loans  are  issued  at  interest  rates  at  or  below  the  state 
bond  rate.  Coal  severance  tax  revenues  are  used  to  pay  the  subsidized 
portion  of  the  loans. 

Coal  severance  tax  bond  subsidies  were  needed  in  fiscal  years  1987 
and  1988  and  are  projected  to  be  needed  in  fiscal  1989  as  well.  The  coal 
tax  subsidy  for  fiscal  1987  was  $802,792  and  for  fiscal  1988  was  $604,764. 
A  total  of  $54.9  million  of  coal  tax  bonds  are  outstanding  under  the  water 
development  program.  Of  the  bonds  outstanding,  $33.5  million  were  issued 
at  variable  interest  rates,  so  future  subsidies  will  be  determined  by  future 
interest  rates  as  well  as  the  level  of  loan  repayments.  The  coal  tax 
subsidy  is  projected  to  be  $459,700  in  fiscal  1989.  If  and  when  additional 
water  development  bonds  are  issued  in  the  1989  biennium,  the  coal  tax 
subsidy  will  increase. 


COAL  SEVERANCE  TAX  TRUST  FUND  INTEREST 

Interest  earnings  from  the  three  coal  tax  trusts  provide  funds  for  the 
general  fund,  education,  park  acquisition,  cultural  and  aesthetic  projects, 
and  reinvestment  in  the  constitutional  trust  fund. 


156- 


Constitutional  Trust  Fund 

The  constitutional  trust  is  comprised  of  a  permanent  trust  fimd  and 
an  instate  investment  fiuid.  From  the  permanent  trust  fund,  98  percent  of 
the  interest  earnings  is  allocated  to  the  general  ftind  and  2  percent  is 
redeposited  to  the  permanent  trust.  From  the  instate  investment  fund  96 
percent  of  the  earnings  are  allocated  to  the  general  fund,  2  percent  are 
allocated  to  a  loan  loss  reserve  fund  for  economic  development  bonds,  and 
2  percent  of  the  earnings  are  redeposited  to  the  instate  investment  fund. 
The  balance  in  the  permanent  trust  fund  as  of  June  30,  1988  was  $310.4 
million.  The  balance  in  the  instate  investment  fund  was  $49.2  million. 
Interest  earnings  from  the  two  funds  totaled  $38.8  million  in  fiscal  1987 
and  $37.7  million  in  fiscal  1988. 


Education  Trust  Fxind 

The  earnings  from  the  education  trust  are  allocated  to  the  public 
school  equalization  account  (67.5  percent),  the  Board  of  Regents  (22.5 
percent),  and  adult  education  and  vo-tech  programs  (10  percent).  After 
$35  million  was  withdrawn  from  the  education  trust  fund  to  balance  the 
fiscal  1987  budget,  the  trust  fund  balance  was  $44.1  million  on  June  30, 
1987.  The  1987  legislature  approved  appropriations  from  the  trust  fund 
for  the  1989  biennium  of  $34  million  for  public  schools,  $1.45  million  for 
the  operation  of  vo-tech  centers,  and  $0.76  million  for  the  implementation 
of  two  property  tax  bills.  The  balance  in  the  trust  fiind  at  the  end  of  the 
1989  biennium  is  projected  to  be  $8.01  million.  Earnings  from  the  trust 
fund  totaled  $14.8  million  in  fiscal  1987  and  $5.1  million  in  fiscal  1988. 
They  are  projected  to  fall  stiU  further  in  fiscal  1989  to  $1.0  million  as  a 
result  of  the  appropriations  from  the  trust  fund. 


Park  Acquisition  Trust  Fund 

Park  acquisition  trust  earnings  are  distributed  two-thirds  for  state 
park  acquisition  and  maintenance  and  one -third  to  arts  and  historical 
organizations  for  cultural  and  aesthetic  projects.  The  balance  in  the  park 
acquisition  trust  fund  was  $16.6  million  on  Jime  30,1988.  Earnings  from 
the  trust  fund  totaled  $1.74  million  in  fiscal  1988;  $1.16  million  went  to 
state  parks  and  $0.58  million  went  for  cultural  and  aesthetic  grants. 

COAL  SEVERANCE  TAX  AND  INTEREST  DISTRIBUTION  CHART 

The  following  illustratration  shows  the  coal  tax  and  coal  tax  interest 
earnings  fund  flow  for  the  1989  biennium. 
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ILLUSTRATION  8 


COAL  SEVERANCE  TAX  AND  INTEREST  DISTRIBUTION  -  FY  1988  and  1989 
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EARMARKED  REVENUE 


Earmarking;  revenues  is  broadly  defined  as  an  allocation  of  designated 
revenues  to  finance  a  specific  government  function  or  service.  At  fiscal 
year-end  1986,  over  50  percent  of  the  state  of  Montana's  tax  and  license 
revenues  are  "earmarked"  for  a  specific  purpose.  Earmarking  revenues  is 
a  widespread  yet  very  controversial  practice  in  government  budgeting. 
There  is  legislative  concern  over  the  proliferation  of  earmarked  revenues, 
the  resulting  loss  of  budgetary  flexibility,  and  the  lack  of  a  method  for 
reviewing  and  evaluating  earmarked  accounts. 


ESTABLISHMENT  OF  EARMARKED/STATE  SPECIAL  REVENUE  ACCOUNTS 

A  revenue  source  may  be  earmarked  either  by  the  Montana  Constitu- 
tion or  by  statute  to  finance  a  particular  government  program.  In 
Montana,  the  constitution  earmarks  revenues  for  highway  programs,  the 
coal  tax  trust  fund,  public  schools,  universities,  livestock  inspection  and 
control,  animal  health  programs,  and  operation  of  the  Consumer  Counsel. 
All  other  earmarked  revenues  are  established  by  statute. 

State  special  revenue  accotints,  set  up  as  depositories  for  earmarked 
revenues,  are  usually  designated  in  the  statute  that  established  the  ear- 
marked revenue.  Where  an  earmarked  revenue  is  established  by  statute 
but  the  statute  is  silent  on  the  account  establishment,  the  account  is 
established  on  the  basis  of  legislative  intent.  The  interpretation  of  the 
statutes  has  often  been  taken  very  liberally  in  justifying  establishment  of 
special  revenue  accounts.  Some  state  special  revenue  accounts  are  estab- 
lished for  administrative  purposes,  commonly  an  income  transfer  account 
set  up  for  accounting  purposes  only,  and  they  have  no  statutory  basis. 
To  set  up  a  state  special  revenue  account,  an  agency  submits  a  request  to 
the  Accounting  Division  of  the  Department  of  Administration.  The  Depart- 
ment of  Administration  is  designated  by  statute  (Sec.  17-2-106,  MCA)  as 
the  authority  for  the  creation  and  abolition  of  new  accounts.  New  account 
assignment  is  decided  within  the  guidelines  of  generally  accepted  account- 
ing principles  and  the  state  fund  structure  (Sec.  17-2-102,  MCA),  once 
established,  appropriations  from  the  account  must  be  made  by  the  legisla- 
ture. Periodically,  the  Accounting  Division  reviews  the  state  special 
revenue  accounts  for  possible  deletions. 


REVIEW  OF  EARMARKED  REVENUE  ACCOUNTS 

The  1987  legislature  enacted  a  law  to  require  a  review  of  all 
earmarked/state  special  revenue  accounts  ever*y  year  preceding  a  regular 
session.  This  law  also  included  other  special  revenue  accounts  and  pro- 
prietary funds.     The  law  reads  as  follows: 

17-2-111.  Beview  of  state  and  other  special  revenue  accounts  and  propri- 
etary accounts — report — transfer  of  funds.  (1)  Each  bienniuin,  the  department  of 
administration  shall  examine  all  state  and  other  special  revenue  accounts  and 
proprietary  accounts  as  required  by  this  section  and  report  the  findings  and 
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recommendations  to  the  legislative  finance  committee  not  later  than  June  I  of  the 
year  preceding  a  regular  session  of  the  legislature. 

( Z )  The  department  shall  examine  restrictions  against  the  transfer  of 
unobligated  balances  in  state  and  other  special  revenue  accounts  to  the  general 
fund.  If  such  restrictions  are  considered  unnecessary  by  the  department  and  if 
they  nay  be  eliminated  by  administrative  action >  the  department  ahall  to  the 
fullest  extent  possible  eliminate  such  restrictions  and  require  the  transfer  of 
unobligated  balances  in  the  accounts  to  be  made  to  the  general  fund>  either  on  an 
annual  or  biennial  basis.  If  administration  action  is  unavailable*  the  depart- 
ment shall  make  recommendations  for  legislative  action. 

( 3 )  The  department  shall  examine  all  state  and  other  special  revenue 
accounts  and  proprietary  accounts  to  determine  if  they  should  continue  to  exist 
or  be  eliminated  or  modified  to  provide  better  program  operation  or  fiscal  con- 
trol. In  conducting  the  examination >  the  department  shall  consider  whether  an 
account i 

(a)   is  accurately  classified  as  a  state  special  revenue  account*  other 

special  revenue  account*  or  proprietary  account) 

lb)   is  required  by  the  Montana  constitution  or  by  statute) 

Cc)   operates  in  compliance  with  the  statutes  that  establish  the  pro- 
gram) 

( d )  receives  an  amount  of  revenue  that  is  equal  to  or  close  to  the 
expenditure  required  for  the  activity  funded  by  the  account) 

(e)  allows  the  funded  program  to  operate  without  supplemental  general 
funds )  and 

If)  has  any  restrictions  against  the  transfer  of  unobligated  balances 
in  the  account  to  the  general  fund. 


EVALUATION  OF  EARMARKING 

Earmarking  state  revenues  is  controversial,  and  it  has  become  a 
widespread  practice  despite  the  fact  that  nearly  all  analyses  and  reports 
by  officials  and  specialists  have  been  highly  critical  of  the  practice. 
However,  literature  on  the  subject  has  generally  recognized  that  there  are 
both  advantages  and  disadvantages.  The  following  discussion  provides  a 
Idok  at  some  of  the  most  common  criticisms  and  defenses  of  the  practice,  as 
well  as  some  of  the  effects  that  these  criticisms  and  defenses  impart  on  the 
location  of  state  fiscal  resources. 

Advantages  of  Earmarking 

1.  Earmarking  can  serve  to  pass  the  cost  of  providing  a  government 
service  to  the  group  or  persons  who  are  benefiting  from  it. 

This  is  the  most  common  and  perhaps  the  strongest  justification  for 
earmarking  revenues.  In  those  cases  where  the  service  provided  is  a 
distinct  benefit  for  a  certain  group  of  users  and  the  cost  and  users  can  be 

-160- 


easily  identified,  tying  revenues  to  the  special  use  can  provide  for  an 
efficient  use  of  resources.  The  earmarked  tax  source  acts  as  a  "user" 
fee,  and  establishes  a  budgetary  linkage  that  may  enhance  fairness.  Motor 
fuels  taxes  used  for  highway  improvements  are  good  examples  of  an  ear- 
marked revenue  that  has  this  characteristic. 

2.  Earmarking  can  provide  for  individual  participation  in  expressing 
attitudes  and  preferences  for  a  service  and  thus  have  a  part  in  collective 
decision  making. 

Where  revenues  can  be  linked  to  a  specified  service,  an  individual 
has  a  degree  of  choice  as  to  whether  he  chooses  to  support  certain 
government  services.  By  use  or  non-use  of  a  particular  service,  an 
individual  can  influence  spending  and  future  use  of  that  service  based  on 
demand.  Funds  from  htm  ting  and  fishing  licenses  are  an  example  of  where 
this  argument  might  apply. 

3.  Earmarking  can  contribute  to  assuring  a  minimum  level  of 
expenditures  for  a  particular  program  or  service. 

Where  there  is  concern  that  the  normal  budgetary  process  can't  be 
relied  on  to  provide  a  minimum  level  of  expenditure  authorization  for  a 
program,  earmarking  a  revenue  source  tends  to  assure  more  stability  by 
providing  a  minimum  outlay  for  the  program.  While  it  doesn't  assure  the 
most  efficient  allocation  of  resources  between  programs,  it  can  provide 
managers  and  supporters  of  a  particular  program  with  the  benefits  of  an 
ability  to  anticipate  revenues  and  to  do  long-range  planning. 

4.  Earmarking  can  provide  an  incentive  for  program  managers  to  be 
more  conscientious  and  prudent  in  the  management  of  "their  own"  funds. 

Program  managers  who  have  access  to  a  special  fund  may  be  motivated 
to  better  manage  and  conserve  those  funds  if  they  know  that  it  can  lead  to 
increased  resource  availability  for  their  program.  This  would  be  less 
likely  to  be  true  if  the  program  were  general  funded. 

5.  Earmarking  can  serve  to  increase  public  support  for  a  partictdar 
tax  by  allocating  its  revenue  toward  a  program  for  which  there  is  strong 
public  support. 

Earmarking  has  been  used  to  overcome  resistance  to  the  passage  of  a 
new  tax  by  tying  it  to  a  popular  program.  It  can  be  argued  that  in  this 
respect,  earmarking  can  increase  the  total  tax  revenues  available  to  a 
state.  In  other  cases,  however,  it  tends  to  mislead  the  public  into 
supporting  a  tax  when  that  may  not  have  any  effect  on  the  allocation  of 
resources . 


Disadvantages  of  Earmarking 

1.       Earmarking  can   seriously  impair  the  budgetary  review  process, 
reduce  controls,  and  undermine  state  priorities. 

An  optimal  budget  management  system  permits   legislators  to   see   the 
"big  picture,"  so  that  they  can  weigh  the  relative  merits  of  each  program 

-161- 


in  terms  of  the  the  total  ftuiding  available.  But  the  setting  aside  of 
earmarked  accounts,  which  in  Montana  amounts  to  61  percent  of  tax  and 
license  revenues,  results  in  fragmentation  of  funding  policy  and  frustrates 
attempts  to  set  optimum  levels  on  a  statewide  basis.  Desired  priorities  for 
state  spending  can  be  undermined  by  a  separate  system  of  previously 
comjnitted  revenues.  This  criticism  is  the  most  prevalent  and  most  obvious 
condemnation  of  the  practice  of  earmarking.  This  impairment  was  clearly 
present  in  the  June  1986  special  session,  an  effort  to  solve  Montana's 
budget  crisis.  Across  the  board  cuts  were  necessary  and  desired,  yet  so 
many  programs  were  protected  by  earmarking  and  thus  difficult  to  manip- 
ulate in  resolving  the  crisis  equitably. 

2.  Earmarking  revenues  contributes  to  the  improper  allocation  of 
funds,   resulting  in  overfunding  some  programs  and  underfunding  others. 

There  is  no  necessary,  or  even  probable,  relationship  between  the 
optimal  level  of  expenditures  on  a  program  and  the  formula- established 
yield  from  an  earmarked  source.  This  will  result  in  maldistribution  of 
funds,  with  some  earmarked  programs  undersupported  while  others  are 
oversupported,  or  in  excessive  fund  balances  that  either  cannot  be 
diverted  or  are  difficult  to  divert  to  priority  areas.  This  dilemma 
frustrated  legislators  in  the  recent  budget  crisis,  where  some  earmarked 
fund  balances  that  could  be  considered  excessive  were  difficult  or 
impossible  to  divert  to  share  in  solving  the  budget  shortage. 

3.  Earmarking  can  reduce  legislative  and  executive  scrutiny  by 
removing  earmarked  programs  from  effective  periodic  review  and  control. 

In  Montana,  programs  with  dedicated  revenues  must  still  go  through 
biennial  review  and  appropriation,  providing  some  scrutiny  of  those  pro- 
grams. However,  there  is  a  tendency  for  less  scrutiny  when  it  has  a 
dedicated  revenue  source,  particularly  when  it  is  not  competing  for  or 
making  a  demand  on  the  always  scarce  general  fund.  Dedicated  revenue 
programs  tend  to  fall  "out  of  the  limelight,"  and  the  limited  discretion  in 
manipulating  earmarked  revenues  provides  an  obstacle  that  dampens  efforts 
for  closer  review.  With  limited  evaluation,  earmarked  programs  can  tend 
to  become  imbedded  in  the  financial  structure,  sometimes  even  after  they 
change  substantially  or  their  need  ceases. 

4.  Earmarking  contributes  to  inflexibility  of  the  revenue  structure, 
making  it  difficult  to  adapt  to  changing  conditions. 

^  Earmarked  provisions,  anchored  in  the  Montana  Constitution  or  MCA, 
and  often  with  complex  funding  structure,  impart  a  rigidity  that  is 
impervious  to  shifts  in  needs  for  state  programs.  This  inflexibility  was 
obvious  and  created  numerous  headaches  in  the  recent  special  session. 

5.  Earmarking  complicates  and  introduces  inefficiencies  in  the 
administration  of  state  programs. 

Earmarked  revenue  provisions  often  contain  complicated  formulas  and 
procedures,  making  it  cumbersome  to  identify  revenue  patterns  and  estab- 
lish comprehensive  revenue  estimates.  Further,  besides  requiring  approval 
of  an  appropriation,  earmarking  also  adds  the  requirement  for  determining 
revenue  sources   and   cash   balances.      It  requires   a   separate   account  and 
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the  costs  associated  with  accounting  for  the  separate  fund.  Earmarked 
funding  for  education  and  long-range  building  are  an  example  of  the 
complexity  that  they  impart. 

Effects  of  Earmarking 

The  above  discussion  of  the  pros  and  cons  of  earmarking  revenues 
illustrates  many  of  the  potential  effects  that  the  practice  has  on  the 
budgeting  process  and  the  allocation  of  resources.  The  advantages  of 
earmarking  discussed  above  are  primarily  at  the  program  level:  providing  a 
level  of  stability,  security,  and  support  to  a  particular  program.  On  the 
other  hand,  the  disadvantages  of  earmarking  are  primarily  at  the  statewide 
level:  contributing  to  a  improper  allocation  of  resources  and  to  the 
rigidity,  complexity,  lack  of  control,  and  inefficiency  of  the  statewide 
budget  process. 

It  is  important  to  note,  however,  that  simple  generalizations  about  the 
impacts  of  earmarking  could  at  times  be  misleading.  The  impacts  on  re- 
source allocation  will  vary  dependent  on  the  nature  of  the  earmarked 
revenue  sources  and  the  particular  purpose  for  which  the  revenue  is 
dedicated.  The  discussion  that  follows  highlights  some  of  the  forces  that 
may  alter  the  effect  of  earmarking  on  a  particular  program. 

One  key  factor  may  impact  how  effective  earmarking  is  in  influencing 
resource  allocation:  whether  the  fiscal  needs  for  a  particular  program  are 
more  or  less  than  the  amount  of  the  earmarked  revenue.  If  they  are  less, 
then  earmarking  may  have  the  effect  of  increasing  available  revenues  for 
the  program.  If  the  fiscal  needs  are  more,  however,  earmarking  provi- 
sions may  have  no  effect  at  all  on  the  total  allocation  of  resources  to  a 
program,  especially  if  the  amount  of  the  appropriation  does  not  take  into 
consideration  the  amount  of  earmarked  revenues  and  the  general  fund 
makes  up  the  difference.  In  a  case  like  this,  earmarking  would  serve  no 
useful  purpose,  and  would  only  tend  to  complicate  and  cripple  the  budget 
process.  The  program,  which  is  a  major  budget  item  and  is  a  popular 
program  with  the  public,  will  tend  to  receive  a  certain  level  of  appro- 
priation regardless  of  the  amount  of  anticipated  earmarked  revenues.  In 
Montana,  the  general  fund  makes  up  the  difference  in  funds  not  provided 
by  earmarked  sources.  It  is  reasonable  to  ask  what  benefits  are  received 
from  a  complicated  system  of  earmarking  for  such  a  program  when  the 
amount  appropriated  bears  little  or  no  relationship  to  the  amount  earmarked 
for  that  purpose.  Although  oversimplified,  it  appears  likely  that  putting 
the  revenues  earmarked  for  education  into  the  general  fund  and  funding 
the  program  in  full  from  the  general  fund  would  yield  the  same  result. 

Another  effect  of  earmarking  is  that  it  can  contribute  to  the  expan- 
sion of  total  fiscal  resources  available  to  the  government  by  increasing 
public  support  for  new  or  increased  revenue  sources.  The  public  may 
approve  increased  revenues  that  are  attached  to  a  popular  program  that  it 
wouldn't  otherwise  accept,  even  though  the  majority  of  the  additional 
revenues  collected  may  never  go  to  the  benefit  of  the  program  to  which  it 
was  earmarked.  Using  the  example  of  public  school  support  discussed 
above,  additional  earmarking  of  revenue  sources  for  public  schools  might 
be  offset  by  a  reduction  in  general  fund  support,  and  the  general  fund 
that  was   freed  up  would   go   to   the   support   of   other  programs.      In   the 
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June  1986  special  session,  the  passage  of  a  new  utility  tax  to  fund  the 
Public  Service  Commission  has  the  effect  of  creating  new  state  revenues, 
but  it  simply  shifts  the  support  of  the  commission  from  the  general  fund  to 
a  state  special  revenue  account,  while  the  general  fiuid  that  was  freed  up 
goes  to  fund  other  programs.  Another  example  fro|n  the  June  1986  special 
session  is  in  the  Department  of  Highways,  where  the  earmarked  gas  tax 
was  increased,  but  state  special  revenue  funds  were  diverted  from  other 
highway  accounts  into  the  general  fiuid,  resulting  in  no  benefit  to  the 
Department  of  Highways.  These  examples  point  to  another  way  that  the 
iQtpacts  of  earmarking  can  be  affected. 

One  additional  factor  that  can  alter  the  effects  of  earmarking  is  to 
simply  maniptdate  and  avoid  its  restrictive  provisions.  This  procedure  can 
reduce  or  completely  eliminate  the  practical  impacts  of  earmarking.  There 
are  two  very  common  ways  of  accomplishing  this  goal.  One  way  is  to 
redirect  accumulated  balances  in  earmarked  accounts  to  other  purposes 
without  repayment.  A  recent  example  of  this  tactic  in  Montana  is  the 
redirection  of  junk  vehicle  fees  into  the  general  fund  and  to  another  state 
special  revenue  ftuid.  Another  way  is  to  expand  the  definition  of  the 
designated  purpose  to  include  more  programs  than  presently  included  or 
intended.  An  example  of  this  procedure  occurred  during  the  June  1986 
special  session.  The  Department  of  Highways  was  100  percent  funded  by 
other  than  general  fund,  which  luider  standing  provisions  shielded  it  from 
contributing  to  solutions  of  the  general  fund  shortage.  The  provisions 
were  circumvented  by  expanding  the  definition  of  highway  special  use 
earmarked  funds  to  include  the  highway  patrol,  which  had  previously  been 
general  funded.  As  a  result,  the  highway  patrol  program  was  placed 
under  highways  state  special  revenue  funding,  leaving  fewer  funds  for  the 
previously  earmarked  highway  programs.  General  funds  freed  up  went  for 
other  purposes,  amounting  to  over  $3  million.  Depending  on  general  fund 
demands,  the  highway  patrol  costs  have  had  this  funding  switch  in  pre- 
vious sessions  also. 


Svunmary 

The  preceding  discussion  points  out  the  pros  and  cons  of  earmarking 
and  the  effects  that  might  be  expected  on  the  allocation  of  resources. 
Further,  it  demonstrates  that  there  are  other  forces  that  will  vary  the 
impact  on  resource  allocation  dependent  on  the  peculiarities  of  that 
particular  revenue  source  and  program.  The  factors  presented  are  not 
intended  to  be  aU  encompassing,  but  simply  to  demonstrate  the  variables 
that  must  be  considered  when  evaluating  the  impacts  of  earmarking. 
Effective  use  of  earmarking  provisions  requires  a  careful  assessment  of  the 
pros  and  cons  as  well  as  the  effects  of  the  provisions  on  the  allocation  of 
resources . 


ACCOUNT  CLASSIFICATION/EVALUATION 

For  the  purpose  of  a  general  analysis  of  the  212  state  special  revenue 
accounts  on  June  30,  1986,  the  accounts  were  broken  down  into  17  func- 
tional classifications.  The  classifications,  table  reference,  the  number  of 
accounts  classified  in  each  category,  and  the  fimd  balance  on  June  30, 
1996,  are  listed  in  Table  48. 
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Table  48 

State  Special  Revenue  Accounts  -  Fiscal  1986 

Functional  Classification 


Number  of 

Table 

Type  of  Account 

Accounts 

Fluid  Balance 

7 

Regulatory 

43 

$     7,219,467 

8 

Business  Regulation 

32 

1,578,690 

9 

Canteen 

9 

157,349 

10 

Donations 

13 

80,837 

11 

Distribution 

7 

1,715,415 

12 

Grant  Administration 

5 

7,686,759 

13 

Loan  Administration 

6 

23,021,771 

14 

Program  Administration 

5 

(368,832) 

15 

Insurance  Proceeds 

8 

3,411 

16 

Local  Assistance 

2 

(1,643,204) 

17 

Reimbursement 

7 

589,577 

18 

Trusts 

4 

570,181 

19 

User  Fees 

28 

78,170,172 

20 

Education 

15 

8,375,559 

21 

Highway 

3 

23,401,814 

22 

Social  Services 

3 

362,516 

23 

Natural  Resources 

14 

3,202,583 

24 

Unclassified  -  Delete 

8 

12.210 

Total 

u% 

IliiiliiigZL 

Tables  49  through  66  provide  an  accoimt-by-account  listing  of  all 
state  special  revenue  accounts  by  their  functional  classification.  The 
tables  show  the  account  name,  the  administering  agency,  the  fiscal  1986 
revenues,  expenses,  and  year- end  fund  balance.  A  brief  narrative  of  the 
functional  classification  precedes  each  table.  In  those  cases  where 
collective  action  on  a  particular  functional  category  may  be  appropriate,  an 
option  is  also  presented.  The  majority  of  categories,  however,  collectively 
fit  the  parameters  of  a  state  special  revenue  account,  and  no  additional 
comment  is  provided. 

The  following  general  analysis  is  not  intended  to  take  the  place  of  an 
account  by  accoimt  analysis  using  selected  criteria.  Within  each  fimctional 
category,  there  may  be  individual  accounts  that  should  be  considered  for 
reclassification,  consolidation,  deletion,  or  other  action.  Such  an  analysis 
is,  however,  beyond  the  scope  of  this  report. 


Regulatory  Accouunts 

Regulatory  accounts  are  the  largest  block  of  state  special  revenue 
accounts;  comparison  over  one -fifth  of  the  total  number  of  accounts.  The 
accounts  are  used  to  regulate  various  functions  that  the  state  has  a 
requirement  to  oversee/exercise  control  over  in  some  degree.  The  funds 
for  this  activity  are  generally  provided  by  the   entities  being   regulated, 
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and  the  fees  charged  for  the  service  are  earmarked  to  cover  the  costs  of 
the  reg^iilatory  program.  The  43  accounts  classified  as  regulatory  accoxints 
are  listed  in  Table  49. 


Table  49 

State  Special  Revenue  Accounts 

Regulatory 


SBAS  Administering 
A/C  #     Agency 

0Z80I  Consumer  Counsel 

02426  Livestock 
02425  Livestock 

02427  Livestock 
02069  Administration 

02452  Agriculture 

02453  Agriculture 
02071  Agriculture 

02454  Agriculture 

02461  Agriculture 
02448  Commerce 
02077  Commerce 
02081  Commerce 
02817  Commerce 

02836  Commerce 
02079  Commerce 

02413  FWSP 

02414  FW«P 

02059  Health 
02806  Health 
02421  Health 

02462  Health 
02064  Health 

02417  Health 

02418  Health 
02845  Health 
02420  Health 
02804  Justice 
02441  Revenue 
02074  Revenue 
0?R38  State  Lands 
020t3  State  Lands 

02837  State  Lands 

02431  DNRC 
02430  DNRC 
02429  DNRC 
02825  DNRC 

02428  DNRC 
02438  DNRC 

02432  DNRC 
02036  Labor 

02044  State  Auditor 

02060  State  Auditor 


Account  Name 

D  of  R  Consumer  Counsel  Tax 

Animal  Health  Emergency 

Inspection  S  Control 

Animal  Health 

Passenger  Tramway  Receipts 

Commercial  Fertilizer 

Grain  Services 

Anhydrous  Ammonia  Account 

Commercial  Feed 

Alfalfa  Seed  Assessment 

Construction  Regulation 

Financial  Institutions  Dlv. 

Montana  Lemon  Law  SSRA 

Milk  Control 

Milk  Testing 

Fireworks'  Wholesalers 

F  X  G  Motorboat  Cert.  Id. 

Snowmobile  Regulations 

EMT  Certification 

Environmental  Fees  EIS 

Hater  Testing 

Local  Board  Inspection  Fund 

PKU  Testing 

Environ.  Quality  Variance  Review 

Subdivision  Plat  Review 

Junk  Vehicle  Disposal 

Bd.  of  Cert,  for  H  8  HH  Op. 

Escheated  Estates 

Cigarette  Enforcement 

Gambling  License  Fee  Account 

DSL  Env.  Impact  Statements 

Forestry  -  Slash  Disposal 

Slash  8  Brush  Disposal 

Hater  Adjudication 

Hater  Rights  Appropriation 

Heather  Modification 

Hater  Well  Contractors 

Motor  Facility  Siting 

Floodway  Obstruction  Removal 

Oil  <  Gas  ERA 

Private  Employment  Agencies 

Securities  Regulatory  Account 

Insurance  Regulatory  Account 


Fund  Bal. 

FY  86  Rev. 

FY  86  Exp. 

6/30/86 

$  811,769 

$  461,316 

$  718,019 

37,462 

78,000 

10,181 

2,324,381 

2,281,510 

1,863,511 

1,042,275 

963,441 

745,169 

17,628 

-0- 

17,628 

158,213 

136,645 

117,521 

295,135 

241,061 

89,225 

12,457 

-0- 

12,545 

101,213 

135,994 

67,196 

8,595 

15,193 

11,701 

866,941 

1,088,920 

113,878 

804,545 

691,119 

113,426 

-0- 

-0- 

-0- 

297,971 

288,815 

116,486 

996 

-0- 

794 

715 

30 

685 

45,228 

48,220 

8,580 

39,449 

36,113 

11,200 

18,843 

14,991 

3,265 

-0- 

-0- 

10 

117,514 

88,480 

134,525 

204,408 

203,796 

1,377 

91,270 

17,897 

73,375 

12,877 

12,574 

303 

127,370 

42,850 

84,945 

715,897 

836,866 

1,437,904 

27,208 

18,938 

40,940 

9,014 

20,118 

238 

15,035 

15,078 

(42) 

2,389,843 

1,876,006 

513,837 

257,387 

278,122 

(16,646) 

37,342 

54,670 

89,083 

194,607 

315,946 

159,002 

9,282 

-0- 

137,522 

77,278 

76,850 

80,675 

827 

-0- 

6,163 

27,817 

33,978 

23,937 

200,288 

188,936 

165,751 

-0- 

-0- 

400 

736,137 

900,825 

220,173 

1,722 

3,259 

(1,528) 

1,986,908 

1,982,715 

4,193 

1,094,173 

1,051,764 

42,410 
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Business  Regtdation  Accoimts 

The  business  regulation  accounts  are  set  up  to  fund  the  professions 
and  occupational  boards  that  license  and  regulate  those  professionals  and 
occupations  as  deemed  necessary  for  the  protection  and  well-being  of  the 
public.  License  fees  assessed  the  members  of  those  professions  and 
occupations  are  designed  to  pay  for  the  costs  of  regulation  and  related 
costs  of  the  boards.  A  state  special  revenue  account  is  an  appropriate 
means  of  budgeting  and  accounting  for  this  program.  The  32  accounts 
classified  as  business  regulation  accounts  are  listed  in  Table  50. 


Table  50 

State  Special  Revenue  Accounts 

Business  Regulation 


SBAS 

Administering 

A/C  t 

Agency 

0Z0Z9 

Commerce 

0Z8I8 

Commerce 

02850 

Commerce 

02841 

Commerce 

20840 

Commerce 

02816 

Commerce 

02835 

Commerce 

02814 

Commerce 

02834 

Commerce 

02812 

Commerce 

02833 

Commerce 

02810 

Commerce 

02832 

Commerce 

02808 

Commerce 

02831 

Commerce 

02446 

Commerce 

02843 

Commerce 

02842 

Commerce 

02821 

Commerce 

02819 

Commerce 

02815 

Commerce 

02829 

Commerce 

02811 

Commerce 

02078 

Commerce 

02820 

Commerce 

02828 

Commerce 

02823 

Commerce 

02822 

Commerce 

02809 

Commerce 

02813 

Commerce 

02824 

Commerce 

02826 

Commerce 

Account  Name 

Board  of  Horse  Racing 

Electrical  Board 

Board  of  Dentists 

Board  of  Athletics 

Board  of  Social  Workers 

Board  of  Sanitarians 

Board  of  Barbers 

Bd.  of  Hearing  Aid  Dispen. 

Board  of  Veterinarians 

Physical  Therapists 

Board  of  Nursing 

Bd.  of  Radiologic  Technologists 

Board  of  Pharmacy 

Board  of  Landscape  Architects 

Board  of  Optometrists 

Board  of  Psychologist  Exam 

Board  of  Denturety  -  Special  Rev. 

Board  of  Polygraph  Licensing 

Board  of  Morticians 

Real  Estate 

Board  of  Public  Accountants 

Private  Investigators 

Board  of  Podiatry  Exam 

Occupational  Therapists 

Board  of  Architects 

Board  of  Plumbers 

Professional  Engineers 

Board  of  Chiropractors 

Board  of  Speech  Pathologists 

Board  of  Nursing  Home  Admin. 

Board  of  Medical  Examiners 

Cosmetology  Board 


Fund  Bal. 

FY  86  Rev. 

FY  86  Exp. 

6-30-86 

$236,871 

$202,263 

$  81,117 

79,027 

63,593 

129,260 

80,934 

46,883 

57,081 

2,656 

5,784 

2,006 

2,300 

13,013 

(9,731) 

7,035 

4,694 

14,495 

27,471 

24,466 

42,005 

7,557 

10,745 

7,103 

23,100 

21,711 

24,563 

23,570 

11,797 

35,440 

144,383 

160,482 

158,610 

28,577 

11,751 

26,590 

94,675 

96,089 

60,390 

5,023 

6,861 

9,338 

28,230 

19,391 

30,800 

14,215 

15,120 

13,309 

6,900 

5,899 

2,621 

2,505 

2,810 

1,070 

18,970 

21,018 

16,698 

213,541 

272,628 

74,740 

110,955 

123,155 

214,308 

25,516 

27,658 

(10,019) 

-0- 

-0- 

-0- 

5,440 

2,025 

3,415 

38,116 

35,914 

56,531 

88,769 

81,093 

49,298 

117,482 

97,677 

102,434 

17,835 

21,916 

1,741 

3,515 

6,299 

9,184 

17,635 

18,767 

16,052 

109,495 

142,500 

112,958 

233,352 

116,880 

245,283 
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Canteen  Accounts 

Canteen  accounts  are  separate  state  special  revenue  accounts  set  up 
for  canteen  operations  at  state  institutions.  The  canteens  sell  drink  and 
food  items,  and  in  some  cases  they  sell  clothing  and  other  merchandise. 
The  accoiuits  are  used  for  the  purchase  and  sale  of  canteen  items,  but 
they  do  not  fund  most  of  the  personal  services  and  overhead  of  operating 
the  canteens.  Staff  support  and  other  overhead  costs  are  paid  out  of  the 
general  fund. 

Since  the  canteen  operations  are  supported  by  the  general  fund,  the 
committee  may  wish  to  consider  transferring  the  canteen  operations  to  the 
general  fiuid.  Revenues  from  each  operation  could  still  be  tracked  in  the 
general  fund  correspondent  with  individual  revenue  estimates,  and  com- 
pared with  expenditures  to  ensure  that  revenues  generated  are  at  the 
desired  level  and/or  require  the  Department  of  Institutions  to  recover  the 
cost  of  goods  sold. 

The  nine  state  special  revenue  accounts  classified  as  canteen  accounts 
are  listed  in  Table  51. 


'- 

Table  51 
State  Special  Revenue 
Canteens 

Accounts 

SBAS 

Administering 

FY86 

Fy86 

Fund  Bal. 

A/C  f 

Agency 

Account  Name 
CFA  -  Canteen 

Revenue 
$     <i,<>09 

Expend. 
$     3,959 

6-30-86 

0Z91<i 

Center  for  Ajred 

$10,575 

0Z846 

nr  Devel.   Center 

MDC  -  Canteen 

4,123 

7,844 

210 

02921 

m  State  Hospital 

MSH   -  Canteen 

125,422 

116,924 

49,644 

02917 

MT  State  Prison 

MSP  -  Canteen 

428,101 

404,014 

55,557 

02915 

Mtn  View  School 

MVS  -  Canteen 

1,518 

982 

55« 

02916 

Pine  Hills  School 

PHS  -  Canteen 

14,619 

13,758 

861 

01918 

SRY  Forest  Camp 

SRYFC  -  Canteen 

27,026 

26,465 

3,656 

02919 

SRV  Forest  Camp 

SRYFC   -  Clothing 

Account 

27,171 

26,000 

35,837 

02920 

Veterans'   Home 

Veterans'   Home   - 

Canteen 

15,791 

15,338 

453 

Donation  Accounts 

Donation  accounts  reflect  money  donated  to  specific  programs  from 
private  sources.  Donations  are  given  by  the  donors  for  a  specified 
purpose  and  often  with  restrictions  on  spending.  The  13  state  special 
revenue  accounts  classified  as  donation  accounts  are  listed  in  Table  52. 
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Table  52 

State  Special  Revenue  Accounts 

Donations 


SBAS 

Administering 

FY86 

FY86 

Fund  Bal. 

A/C  t 

Agency 

Account  Name 
CFA  -  Donations 

Revenue 
$    105 

Expend. 
$  -0- 

6-30-86 

02924 

Center  for  Aged 

$     105 

02061 

FH8P 

Nongame  Hildlife  Account 

25,890 

37,528 

48,258 

02089 

Revenue 

Child  Abuse  S  Neglect  Program 

47,926 

1,983 

45,943 

02087 

Revenue 

Public  Campaign  Fund 

2,611 

3,274 

3,275 

02925 

Eatmnt.  Train  Ctr 

Eastmont  -  Donations 

707 

2,933 

(2,226) 

02012 

Governor's  Office 

Statehood  Centennial  Office 

46,578 

45,847 

1,369 

02922 

Institutions 

ICO  -  Donations 

625 

175 

449 

02923 

HDC 

HDC  -  Donations 

8,633 

20,764 

(12,132) 

02035 

MDC 

MDC  -  Donations  -  Prevoc.  Ctr. 

-0- 

-0- 

-0- 

02929 

MSH 

MSH  -  Donations 

5,247 

7,777 

(4,584) 

02926 

Htn  View  School 

MVS  -  Donations 

1,004 

733 

271 

02927 

Pine  Hills  School 

PHS  -  Donations 

4,110 

3,901 

209 

02928 

SRY  Forest  Camp 

SRYFC  -  Donations 

-0- 

-0- 

-0- 

Distribution  Accounts 

The  accounts  classified  as  distribution  accounts  are  primarily  admin- 
istered convenience  accounts.  They  function  as  a  collection  device  for 
certain  revenues  that  are  then  transferred  to  other  accounts  for  their 
end-use  purpose.  The  most  common  example,  as  evidenced  by  the  table 
below,  are  tax  collection  accounts,  where  earmarked  tax  revenues  are 
collected  for  distribution  to  an  end-use  purpose.  The  seven  state  special 
revenue  accounts  classified  as  distribution  accounts  are  listed  in  Table  53. 


Table  53 

State  Special  Revenue  Accounts 

Distribution 


SBAS 
A/C  t 


02046 
02083 
02442 
02401 
02802 
02416 


Administering 
Agency 


02027  Revenue 


Revenue 
Revenue 
Revenue 
State  Auditor 
State  Auditor 
FW«P 


Account  Name 

RIT  Fund  Interest 
Corporation  Tax  -  Fin.  Inst. 
Oil  S  Gas  Local  Assistance  Tax 
Alcohol  Taxes  -  Local  Assist. 
Police/Fire  Retirement  Fund 
Firemen/Pension  Adjustment 
Hardens'  Retirement  -  Fines 


FY86 

FY86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

4,152,305 

$4,852,061 

$1,398,311 

5,639,762 

5,639,762 

-0- 

-0- 

-0- 

-0- 

2,506,044 

2,521,012 

(17,267) 

5,300,000 

5,009,340 

334,273 

930,748 

959,100 

-0- 

221,123 

221,265 

98 
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Grant  Administration  Accounts 

Grant  administration  accounts  are  those  that  are  set  up  to  administer 
a  grant  program.  They  receive  grant  funds  which  are  then  awarded  and 
distributed  from  that  account  to  grant  recipients.  >  Two  of  the  accounts, 
water  development  and  alternative  energy  research,  are  significantly 
devoted  to  grant  administration,  although  other  activities  related  to  natural 
resource  programs  are  also  funded  by  those  accounts.  The  five  state 
special  revenue  accoimts  classified  as  grant  administration  accounts  are 
listed  in  Table  54. 


Table  54 

State  Special  Revenue  Accounts 

Grant  Administration 


SBAS   Administering 
A/C  t     Agency 


02435 
02458 
02434 
02437 


Commerce 

DNRC 

DNRC 

DNRC 

DNRC 


Account  Name 

Local  Impact  -  Coal  Sev.  Tax 
Hater  Development 
Natural  Resources  Grant  Prog. 
Conservation  District  Grants 
Alt.  Energy  Research >  Dev. 


FYB6 

FY86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

$2,526,516 

$5,271,012 

$2,677,816 

2,525,352 

2,235,898 

1,396,429 

619,644 

829,192 

(209,548) 

210,659 

231,287 

(3,888) 

1,154,922 

1,711,464 

3,825,950 

Loan  Administration  Accounts 

Loan  program  accounts  are  those  established  to  administer  loan  pro- 
grams that  are  offered  by  state  agencies.  The  account  receives  loan  funds 
from  bonds  and  other  sources,  disburses  funds  in  the  form  of  loans  and 
debt  retirement,  and  receives  loan  payoffs  from  borrowers.  The  six  state 
special  revenue  accounts  classified  as  loan  administration  accounts  are 
listed  in  Table  55. 


Table  55 

State  Special  Revenue  Accounts 

Loan  Administration 


SRAS   Administering 
A/C  •     Agency 


02062 

Admin 

02439 

DNRC 

02087 

DNRC 

02091 

DNRC 

02052 

DNRC 

02094 

DNRC 

Account  Name 

Airport  Loans  Special  Revenue 
Hater  Dev.  GO  Bond  Proc. 
CST   Bond  Proc.  -  1985  Ser.  A 
1985  Ser  B  Var  Rate  CST  Bonds 
Rangeland  Improvement  Loans 
1984  Coal  Sev.  Tax  Proceeds 


FY86 

FY86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

$  1,897,144 

$   318,999 

$2,655,779 

1,987,944 

13,570 

1,337,983 

16,982,581 

11,811,446 

5,171,135 

11,534,443 

1,481,603 

8,780,340 

137,704 

11,910 

859,367 

49,871 

131 

4,217,167 
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Program  Administration  Accounts 

Program  administration  accounts  were  established  to  pay  the  cost  of 
administering  programs  and  to  recover  the  administrative  costs  of  provid- 
ing that  service  from  moneys  that  fund  the  overall  program.  As  an 
example,  the  Professional  Occupational  Administrative  Services  account  in 
the  Department  of  Commerce  pays  the  costs  of  administering  the  profes- 
sional and  occupational  licensing  boards  and  recovers  a  proportionate  share 
of  the  costs  from  each  board. 

For  two  of  the  accounts  listed  in  the  table  below,  driver's  license 
collections  and  unclaimed  property,  the  programs  are  at  least  partially 
funded  out  of  the  general  fund.  For  simplicity,  the  committee  may  wish  to 
consider  transferring  the  administrative  accounts  to  the  general  fimd, 
resulting  in  funding  the  entire  program  from  the  general  fund  and  avoid- 
ing the  need  to  have  two  separate  accotints  and  recover  administrative 
costs.  For  example,  if  the  appropriation  amounts  for  administration  of 
unclaimed  property  were  added  to  the  general  fund,  the  entire  fund  would 
be  general  funded,  and  no  cost  recovery  would  be  required.  The  six 
state  special  revenue  accounts  classified  as  program  administration  accounts 
are  listed  in  Table  56. 


Table  56 

State  Special  Revenue  Accounts 

Program  Administration 

SBAS   Administering 

A/C  f     Agency       Account  Name 


02030  Administration  Arch/Engineering  Construction 

0Z028  Commerce  Prof.  Occupational  Admin.  Svcs 

02017  Justice  Drivers  License  Collections 

02025  Revenue  Unclaimed  Property 

02455  Labor  Workers'  Compensation  Division 

02068  Agriculture  Noxious  Heed  Admin.  Account 


Fy86 

Fy86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

$  537,357 

$  531,160 

$   25,596 

128,811 

134,586 

16,577 

<i7,557 

46,023 

7,475 

53,455 

53,455 

-0- 

5,756,583 

6,249,939 

(450,798) 

40,387 

8,069 

32,318 

Insurance  Proceeds  Accounts 

Insurance  proceeds  accounts  have  been  set  up  by  several  agencies  as 
a  means  of  accounting  for  receipt  of  revenues  from  insurance  claims  and 
the  cost  of  repaid  or  replacement  of  damaged  property  utilizing  those 
funds.  The  account  acts  as  a  clearing  account  for  this  process.  The 
difficulty  with  classifying  the  account  as  a  state  special  revenue  account  is 
that  expenditure  of  funds  must  go  through  the  appropriations  process, 
which  is  not  practical  where  insurance  losses  and  the  resulting  claim 
receipts  and  replacement  costs  are  both  unpredictable  and  inestimable  by 
agency. 

The  executive  branch,  in  Montana  Operations  MgmutJ  management 
memo  number  2-87-1,  entitled  "Accounting  for  Insurance  Proceeds,"  set  up 
a    centralized    pajrment    process    for    repair/replacement    of    insured    state 
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property  through  the  Tort  Claims  Division.  Claims  by  agencies  will  be 
paid  from  a  central  agency  fund,  thus  eliminating  the  requirement  for 
separate  agency  state  special  revenue  accounts  and  the  need  to  request 
appropriations  authority.  It  will  not  eliminate  the  need  for  separate 
accounts  for  agencies  who  have  policies  for  property  not  covered  under 
the  state  policy. 

The    eight    state    special    revenue    accounts    classified    as    insurance 
proceeds  accounts  are  listed  in  Table  57. 


Table  57 

State  Special  Revenue  Accounts 

Insurance  Proceeds 


SBAS 
A/C  « 


Acbninistering 
Agency 


0Z098  Administration 

02023  FHSP 

02847  Health 

0201<V  Justice 

02839  Institutions 

02911  Mt.  Dev.  Ct. 

02915  MT  State  Hosp. 


FY86 

Fy86 

Fund  Bal. 

Account  Name 

Revenue 

Expend . 

6/30/86 

Insurance  Proceeds 

$  -0- 

»  -0- 

$ 

-0- 

Insurance  Proceeds 

3,500 

3,500 

252 

Insurance  Proceeds 

-0- 

-0- 

-0- 

Justice  Insurance  Clearing  A/C 

4,308 

8,129 

207 

ICO  Insurance  Proceeds 

-0- 

-0- 

705 

BRSH  Insurance  Proceeds 

-0- 

-0- 

2,247 

HSH  Insurance  Proceeds 

-0- 

-0- 

-0- 

MSP  Insurance  Proceeds 

-0- 

-0- 

~§i^ 

Local  Assistance  Accounts 

Local  assistance  accounts  are  those  set  up  to  administer  the  distri- 
bution of  program  fluids  to  local  governmental  entities.  The  two  state 
special  revenue  accounts  classified  as  local  assistance  accoiuits  are  listed  in 
Table  58. 


Table  58 

State  Special  Revenue  Accounts 

Local  Assistance 


SPAS   Administering 
A/C  f     Agency 


Account  Name 


FY86 
Revenue 


FY86 
Expend. 


Fund  Bal. 
6/30/86 


02090    Commerce 
02044    Commerce 


Local  Government  Block  Grant 
County  Land  Plan 


$13,690,695  $15,342,690  $11,643,345) 
421,086      420,945  141 


Reimbursement  Accounts 

Reimbursement  accounts  are  established  to  simply  recoup  the  costs  or 
part  of  the  costs  of  a  program.      Most  commonly,   it  involves  a  service  or 
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product  provided  to  an  individual  or  entity  for  which  actual  costs  are 
calculated  and  billed  to  the  recipient.  They  do  not  qualify  as  proprietary 
funds  since  they  do  not  recover  some  overhead  costs.  Those  overhead 
costs  are  supported  by  the  general  fund  or  other  funds. 

The  seven  state  special  revenue  accounts  classified  as  reimbursement 
accounts  are  listed  in  Table  59. 


Table  59 

State  Special  Revenue  Accoimts 

Reimbursement 


SBAS 

Administering 

FYW 

FY86 

Fund  Bal. 

A/C  t 

Agency 

Account  Name 
Copying  Fees 

Revenue 

Expend . 

6/30/86 

0Z0<i7 

Comm.  Pol.  Prac. 

$    519 

02019 

Justice 

MT  Highway  Patrol  ID  Card 

1,842 

\,'t9^ 

1,763 

02015 

Justice 

Criminal  Lab 

2,102 

-0- 

8,355 

02093 

Judiciary 

Hestlaw 

17,793 

17,781 

565 

02800 

Leg.  Council 

Montana  Codes  Annotated 

7M,736 

312,7<i3 

550,149 

02008 

OPI 

Indirect  Cost  Reimbursement 

388,365 

409,795 

20,896 

02001 

OPI 

School  Lunch  Program 

16,777 

14,000 

7,330 

Trust  Accounts 

Trust  accounts  are  set  up  for  assets  held  in  a  trustee  capacity  or  as 
an  agent.  A  fiduciary  relationship  exists  between  the  administering 
agency  and  the  trustor.  The  three  accounts  listed  in  Table  60  appear  to 
involve  a  fiduciary  relationship.  Since  there  appears  to  be  property  held 
in  trust,  it  may  be  inappropriate  to  classify  them  as  state  special  revenue 
accounts,  although  all  three  accounts  are  designated  in  the  MCA  as  a  state 
special  revenue  fund.  The  committee  may  wish  to  consider  taking  action  to 
transfer  the  accounts  to  a  trust  fund  designation. 

The  three  state  special  revenue  accounts  classified  as  trust  accounts 
are  listed  in  Table  60. 


Table  60 

State  Special  Revenue  Accounts 

Trusts 


SBAS 
A/C  t 


Administering 
Agency 


Account  Name 


FY86 
Revenue 


FY86 
Expend. 


Fund  Bal. 
6/30/86 


02049  Commerce 
02084  Commerce 
02082    Commerce 


Hardrock  Mining  $490,141     $89,830     $400,311 

Hardrock  Mining  Impact  A/C  -0-         -0-  -0- 

Real  Estate  Recovery  Account         169,870       -0-        169,870 
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User-Fee  Accounts 

The  28  accounts  classified  as  user-fee  accounts  are  those  in  which 
there  is  a  direct  user-benefit  relationship.  The  revenues  are  generated 
by  those  who  benefit  from  a  service  or  product,  i^uch  as  hunting  licenses. 
The  state  special  revenue  accounts  classified  as  user-fee  accounts  are 
Usted  in  Table  61. 


Table  61 

State  Special  Revenue  Accoiuits 

User  Fees 


SBAS  Administering 
AA;  9  Agency 

0Z447  Administration 

02072  Agriculture 

028Z7  Commerce 

024IS  FHSP 

02085  FMSP 
02412  FWSP 

02086  FHXP 
02407  FW«P 
02409  FHSP 
02095  Health 
02419  Health 
02422  Highways 
02016  Justice 
02013  Justice 
01404  Justice 
0Z018  Justice 

02450  State  Lands 
02449  State  Lands 

02451  State  Lands 
02031  State  Lands 
02433  DNRC 

02034  Institutions 

02042  Leg.  Auditor 

02456  DPI 

02457  OPI 

02464  Sec.  of  State 

9Z400  Sec.  of  State 

02803  State  Auditor 


Account  Name 

Workers '  Comp .  Court  Sr .     $ 
Training  Fund 
Aeronautics  Division 
Fishing  Access  Site  Acq. 
Waterfowl  Stamp  Spec.  Rev. 
Motorboat  Fuel  Tax 
Mountain  Sheep  Account 
Snowmobile  Fuel  Tax 
FHSP  General  License 
Laboratory  Fees 
Vital  Statistics 
Highways  Special  Revenue 
Criminal  Justice  Info.  System 
Law  Enforcement  Academy 
Motor  Vehicle 
Driver  Rehabilitation 
State  Lands  Res.  Dev. 
Timber  Stand  Improvement 
Reclamation  Hardrock 
Foresters '  Nursery 
Grazing  District  Fees 
Alcoholism  Treatment  -  Rehab. 
Legislative  Audit 
Audiovisual  and  Media  Library 
Resources  and  Assessment 
AG  Lien  Filing  Fees 
Administrative  Rules 
Central  Payroll  Operating 


Fy86 

nf86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

316,030 

$    311,966 

*    53,333 

4,135 

6,938 

2,821 

432,555 

526,772 

648,544 

383,871 

485,480 

933,721 

2,609 

-0- 

2,609 

584,571 

788,964 

281,162 

71,100 

-0- 

71,100 

534,405 

303,295 

85,316 

15,861,011 

15,668,000 

8,975,755 

193,214 

215,416 

80,ZZ1 

85,813 

69,804 

27,309 

18,009,744 

134,823,840 

63,760,022 

185,055 

188,000 

57,640 

59,924 

65,753 

10,177 

3,401,138 

4,104,317 

1,267,630 

30,901 

Z7,500 

20,559 

453,352 

993,933 

602,723 

Z14,660 

Z78,564 

139,Z20 

1Z,1I5 

7,080 

70,695 

122,570 

108, ZZ3 

28,111 

7,099 

4,813 

7,708 

3,749,833 

3,716,3Z3 

381,288 

1,036,692 

866,543 

332,414 

130,760 

148,177 

23,606 

2,004 

1,478 

14,857 

208,915 

163,987 

44,928 

165,800 

158,869 

42,545 

242,342 

303,976 

204,158 

Education  Accounts 

Education  accounts  are  those  used  primarily  for  educational  purposes, 
including  millage,  public  education  funds,  cultural  programs,  and  other 
individual  accounts  set  up  to  provide  an  educational  service  for  a  specific 
program.  The  15  state  special  revenue  accounts  classified  as  education 
accounts  are  Usted  in  Table  62. 
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Table  62 

State  Special  Revenue  Accounts 

Education 


SBAS  Administering 
A/C  i     Agency 

020ZZ  Board/Regents 

02443  Comm  Higher  Ed. 

02045  Mtn  View  School 

0Z403  DPI 

02402  OPI 

02053  OPI 

02075  OPI 
02900  OPI 

02076  OPI 

02066  Agriculture 

02406  Historical  Soc. 

02027  Library  Comm. 

02405  Library  Comm. 

02009  NT  Arts  Council 

02930  Revenue 


Account  Name 

Regents  Coal  Tax  Fund 
University  Millage 
Staff  Development  Program 
Public  School  Equalization 
Traffic  and  Safety  Education 
Dist-Adult  Basic  Education 
Coal  Invest.  Earnings-Vo-Techs 
State  Deficiency  Levy 
Millage  -  Vo-Techs 
Agriculture  in  NT  Schools 
Cultural  and  Aesthetic  Project 
State  Funds  -  Other 
State  Library 

Cultural  S  Aesthetic  Project 
Property  Value  Training  Program 


FY86 

Fy86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

*  2,586,493 

$  2,421,328 

$1,340,127 

14,666,191 

14,384,000 

3,986,721 

-0- 

-0- 

-0- 

140,082,929 

170,921,544 

86,877 

1,265,048 

1,197,913 

1,268,648 

1,361,293 

147,523 

1,322,450 

s    895,000 

895,000 

-0- 

8,955 

-0- 

88,922 

903,288 

903,288 

-0- 

5,173 

502 

4,671 

t     39,646 

188,367 

(148,721) 

75,000 

74,972 

28 

421,086 

430,614 

15,341 

840,931 

530,360 

410,495 

am    37,760 

28,760 

-0- 

Highway  Accounts 

The  highways  state  special  revenue  accounts  are  those  set  up  for 
highway  construction,  improvements,  and  maintenance,  funded  from  ear- 
marked revenue  sources  including  gas,  coal  severance,  and  mineral 
regulation  taxes.  The  three  state  special  revenue  accounts  classified  as 
highway  accounts  are  listed  in  Table  63. 


Table  63  *' 

State  Special  Revenue  Accounts 
Highway 


SBAS   Administering 
A/C  t     Agency 


Account  Name 


FY86 
Revenue 


FY86 
Expend. 


Fund  Bal. 
6/30/86 


02050  Highways 
02424  Highways 
02100    Highway 


Highway  Revenue  Bond  Proceeds  $  3,226,023   $14,589,386   $12,787,354 
Highway  Reconstruction         22,598,722    29,586,713  86 

Construction  Account  No.  2      1,833,879   12,896,700    10,614,374 


Social  Services 

Social  Services  accounts  include  those  that  fund  a  particular  social 
service  program  from  earmarked  revenue.  Three  state  special  revenue 
accoimts  classified  as  social  services  accounts  are  listed  in  Table  64. 
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Table  64 

State  Special  Revenue  Accounts 

Social  Services 


SBAS 


Administering 
Agency 


Account  Name 


FY86 
Revenue 


FYM 
Expend. 


Fund  Bal. 
6/30/86 


OZOII     Labor 
02048     SRS 
0Z440     SRS 


DHC  -  Crime  Victims  Compensation  $  407,241   $  922,940     $251,537 
Public  Assistance  County  Levy      7,111,347   7,111,347        -0- 
Industrial  Accident  Rehab.  675,310     666,181      110,979 


Natural  Resources  Accounts 

The  accounts  classified  as  natural  resources  include  those  set  up  to 
accotint  for  programs  in  parks,  reclamation,  renewable  resource,  and  other 
natural  resource  management  programs.  The  14  state  special  revenue 
accounts  classified  as  natural  resources  accoiuits  are  listed  in  Table  65. 


Table  65 

State  Special  Revenue  Accounts 

Natural  Resources 


SBAS  Administering 
A/C  t     Agency 

02067  Agriculture 

02099  Highways 

02463  State  Lands 

02436  DNRC 

02088  Library  Comm. 

02070  Health 

02063  Health 

02096  State  Lands 
02010  DNRC 
02024  DNRC 

02097  Governor's  Ofc. 

02410  FH8P 
02408  FHSP 

02411  FHSP 


Account  Name 

DNR  Heed  Control 

Energy  Grants 

Renewable  Resource  Development 

Renewable  Resources 

DSL  -  Office  of  Surface  Mining 

RIT  -  DHES 

Legacy  Grants 

Reclamation  -  Bond  Forfeitures 

Oil  >  Gas  Surety  Bond  Default 

DNR  Resource  Industrial  Trust 

Resource  Indemnity  Monies  -  DNRC 

Real  Estate  Trust  Earnings 

Coal  Tax  Trust  Earnings 

State  Park  Miscellaneous 


FY86 

FY86 

Fund  Bal. 

Revenue 

Expend. 

6/30/86 

$  260,571 

$  249,203 

$   11,367 

-0- 

-0- 

-0- 

3,125 

3,125 

-0- 

1,588,364 

467,798 

1,682,522 

75,000 

22,805 

52,195 

375,312 

133,442 

241 ,870 

115,000 

115,000 

-0- 

342,071 

42,623 

299,448 

-0- 

-0- 

12,678 

-0- 

-0- 

-0- 

18,000 

18,000 

-0- 

69,694 

53,476 

78,377 

1,682,115 

1,120,434 

711,988 

427,137 

426,468 

112,138 

Unclassified 

The  eight  accounts  listed  in  Table  19  are  not  classified  in  as  much  as 
they  are  inactive  and  should  be  deleted  from  the  accounting  system. 
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Table  66 

State  Special  Revenue  Accounts 

Inactive  -  To  Be  Deleted 


SB  AS 
A/C  ff 


Administering 
Agency 


Account  Name 


FY86 
Revenue 


FY86 
Expend. 


Fund  Bal. 
6/30/86 


02080  Commerce 

OZOOZ  DPI 

02061  Highways 

02423  Highways 

02459  Highways 

02032  State  Lands 

02033  State  Lands 
02043  Administration 


Science  t   Tech.  R  S  D  Account        $  -0-       $  -0-  $  -0- 

Traffic  Ed  Mobile  Simulator  -0-  -0-  -0- 

Maintenance  A/R's  -0-  -0-  -0- 

Coal  Area  Highway  Improvement  -0-  -0-  -0- 

Stores  Inventory  -0-  -0-  -0- 

Forest  -  Resource  Indemnity  Trust  -0-  -0-  -0- 

Lands  -  Resource  Indemnity  Trust  -0-  -0-  -0- 

Merit  System  Council  -0-  -0-  I2>210 
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LONG-RANGE  BUILDING  PROGRAM 


The  Long- Range  Building  Program  was  initiated  in  1965  to  provide 
funding  to  construct  and  maintain  all  state  buildings.  In  recent  years, 
the  building  program  has  been  funded  from  both  current  (cash)  revenues 
and  general  obligation  bonds  derived  from  dedicated  portions  of  the 
cigarette  tax  and  the  general  fund.  The  program  is  supported  from 
general  fund  and  other  funding  sources  such  as  Fish,  Wildlife,  and  Parks 
License  Fees;  Highway  State  Special  Revenue;  state,  federal,  and  private 
special  revenue;  and  university  auxiliary  fluids.  The  building  program  is 
supervised  by  the  Architecture  and  Engineering  Division  of  the  Department 
of  Administration.  ,,  . 


There    are    two    parts    of    the    Long- Range    Building    Program: 
projects  and  bonded  projects. 


cash 


CASH  PROJECTS 

The  capital  project  cash  account  receives  20.25  percent  of  cigarette 
tax  collections,  the  Interest  earned  on  the  balances  in  the  cash  account 
and  the  1981  and  1983  bond  series  accounts,  and  supervisory  fees.  A  1 
percent  supervisory  fee  is  paid  to  the  Architecture  and  Engineering 
Division  for  supervision  of  building  projects  that  are  funded  from  other 
than  the  cash  account. 

The  following  illustration  shows  the  concept  of  cash  project  funding. 


Illustration  9 
Long- Range  Building  Funds  for  Cash  Projects 


20.25%  Cigarette  Tax 

Interest  Earnings 

A  &  E  Supervisory  Fee 


Beginning  Fund  Balance 
>  Plus:   Revenue 


Total  Available  for  Appropriation 

Less:   A  &  E  Division  Operating  Expenses 

Amount  Available  for  Cash  Projects 

Less:   Cash  Projects  Approved  by  Leg. 

Ending  Fund  Balance 
/  \ 

/  \ 

If  positive,  the  If  negative,  the  deficit 

excess  revenue  would        could  be  made  up  by  a 
remain  in  fund  balance       general  fund  appropriation 
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BONDED  DEBT  PROJECTS 

Bonding  is  a  method  of  credit  financing  over  a  certain  period  of  time. 
Bonds  are  sold  to  obtain  funds  immediately.  The  funds  are  then  repaid 
with  interest  over  a  period  of  time,  generally  several  years. 

The  following  illustration  shows  the  fimding  concepts  of  projects 
financed  by  selling  bonds. 


Illustration  10 
Long- Range  Btiilding  Funds  for  Bonded  Projects 


11%  Personal   Income  and 
Corporate  License  Tax 
79.75%  Cigarette  Tax 
All  Other  Tobacco  Tax 


— >     Total  Revenue  Available   for  Debt  Service 

Less:      Principal  &  Interest  Requirements 


Amount  Available   for  General  Fund 


ADVANTAGES  AND  DISADVANTAGES  OF  BONDING 

Bonding  as  a  method  of  financing  has  certain  advantages  and 
disadvantages  associated  with  it.  Three  advantages  of  bonding  are:  1) 
bonding  allows  for  the  immediate  availability  of  large  amoimts  of  cash  for 
capital  projects;  2)  bonding  could  be  considered  a  hedge  against  inflation 
if  anticipated  inflation  rates  exceed  the  interest  rate;  and  3)  if  the 
economy  is  depressed,  bonding  would  allow  for  additional  dollars  to  be 
pumped  back  into  the  economy  and  generate  some  economic  growth. 

Four  disadvantages  of  bonding  are:  1)  bonding  requires  that  a 
portion  of  future  revenues  be  set  aside  for  debt  service  payments;  2) 
interest  rates  and  their  impact  on  the  total  cost  to  retire  the  bonds  must 
be  considered;  3)  bonding  lessens  the  present  financial  burden  while 
passing  the  cost  on  to  future  taxpayers;  and  4)  buyers  for  bond  issues 
are  not  always  readily  available,  which  may  affect  the  interest  rate  and  the 
marketability  of  the  bond  issue. 


TYPES  OF  BONDS 

There  are  basically  two  types  of  tax-exempt  municipal  bonds- -general 
obligation  bonds  and  revenue  bonds.  General  obligation  bonds  are  backed 
by  the  full  faith  and  credit  of  the  state  issuing  the  bonds.  By  issuing 
such  bonds  states  pledge  to  use  their  fidl  revenue -generating  powers  to 
guarantee  that  bonds  will  be  retired  according  to  schedule.  These  bonds 
typically  have  the  least  or  minimal  risk  associated  with  them,  and 
consequently,  generally  sell  at  the  lowest  interest  rates. 
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Revenue  bonds  are  paid  off  with  revenue  generated  from  the  project 
being  financed  or  other  revenue  sources  specifically  earmarked  for  the 
debt  retirement.  Revenue  bonds  have  been  used  by  the  University  System 
to  finance  various  facilities.  Revenues,  in  the  form  of  student  fees, 
charges  for  the  use  of  the  facility,  and  land  grant  funds  earmarked  for 
the  unit  are  used  to  repay  the  bonds.  An  example  of  earmarking  a  special 
revenue  for  bond  retirement  is  the  recently  issued  highway  bonds  for 
which  gas  tax  revenue  has  been  pledged. 

Industrial  revenue  bonds  are  issued  by  a  government  unit  to  finance 
the  construction  of  a  building,  purchase  of  equipment,  or  purchase  of  land 
for  a  private  industry  concern.  The  facility  or  asset  is  then  leased  by 
the  government  unit  to  the  private  industry  concern  until  the  bonds  are 
retired.  The  bonds  are  retired  with  the  lease  payments  made  by  the 
private  concern  to  the  government  unit.  The  major  advantage  associated 
with  the  industrial  revenue  bonds  is  that  governments,  because  of  their 
tax-exempt  status,  can  borrow  money  cheaper  for  the  private  concern  as 
opposed  to  direct  borrowing  from  a  bank  or  a  financial  institution. 


USES  OF  BONDS 

There  are  two  main  uses  of  bonds:  capital  projects  and  infrastruc- 
ture. Capital  projects  is  the  more  traditional  use  in  Montana.  Capital 
projects  are  generally  thought  of  as  buildings.  Infrastructure  is  not 
always  clearly  distinguishable  from  capital  projects,  but  infrastructure  is  a 
support  system  for  economic  activities.  This  includes  projects  such  as 
highways,  water  systems,  sewer  systems,  airports,  etc. 


GROWTH  IN  BOND  DEBT 

In  the  recent  past,  Montana  has  increasingly  relied  upon  bonds  to 
finance  capital  construction,  improve  or  complete  infrastructure  projects, 
and  issue  bonds  which  promote  housing  and  industrial  development.  Table 
67  shows  the  amount  of  outstanding  debt  since  1976. 

The  total  amoimt  outstanding  luider  the  general  obligation  category  in 
fiscal  1976  was  $31.7  million.  As  of  June  30,  1988,  the  amount  outstanding 
for  capital  construction  is  $91.5  million  which  is  an  increase  of  189  percent 
since  fiscal  1976. 
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Outstanding 

Table  67 

Bonded  Indebtedness 

(Million) 

Fiscal 

General 

Special 

Board  of          Board  of 

MT 

.   Econ . 

Ho  Commitment 

Year 

Obligation 

Revenue 

Regents 

Housing 

Development 

Debt 

Total 

1976 

31.7 

l.Z 

52.1 

0.0 

0.0 

0.0 

85.0 

1977 

29.1 

1.1 

50.1 

21.5 

0.0 

0.0 

101.8 

1978 

28.7 

1.0 

47.9 

61.4 

0.0 

0.0 

139.0 

1979 

25.7 

0.9 

46.4 

74.5 

0.0 

0.0 

147.5 

1980 

41.8 

0.8 

44.3 

231. 8 

0.0 

0.0 

318.7 

1981 

39.7 

0.7 

42.8 

228.9 

0.0 

0.0 

312.1 

1982 

72.6 

0.6 

41.1 

281.7 

0.0 

0.0 

396.0 

1983 

69.1 

64.4 

39.5 

339.0 

0.0 

0.0 

512.0 

1984 

106.7 

64.3 

35.9 

586.0 

0.0 

0.0 

792.9 

1985 

101.3 

75.4 

54.9 

504.3 

3.6 

43.3 

782.8 

1986 

106.8 

92.9 

77.1 

685.7 

26.0 

98.0 

1086.5 

1987 

99.4 

178.4 

76.4 

540.6 

41.0 

102.1 

1037.9 

1988 

91.5 

201.2 

85.9 

552.9 

40.4 

103.8 

1075.7 

The  second  column  is  titled  "Special  Revenue."  Traditionally,  bonds 
included  in  this  category  were  bonds  issued  for  the  construction  of 
Employment  Security  Buildings,  in  Helena  and  throughout  the  state.  The 
major  increase  in  1983  and  1987  was  the  authorization  of  bonds  to  finance 
highway  construction  or  infrastructure.  The  increase  in  this  second 
category  went  from  $1.2  million  in  1976  to  $201  million  in  1988. 

The  amount  of  bond  debt  outstanding  has  increased  substantially  over 
the  past  several  years.  In  fiscal  1976,  the  total  bond  debt  was  $85  million 
and  in  1988  the  total  amount  of  outstanding  bond  debt  is  $1,076  miUion. 
This  represents  an  increase  of  1,166  percent  over  the  period. 


GROWTH  IN  BOND  AUTHORIZATION 

There  has  been  a  large  increase  in  bonds  issued  since  1973.  How- 
ever, there  has  been  an  even  larger  amount  of  bond  debts  authorized. 
Table  68  shows  the  potential  state  bond  debt  as  clearly  as  possible.  Some 
debt  authorization  has  no  statutory  limitation. 
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Table  68 

Bond  Debt  Issued 

and  Debt 

Limits  Authorized 

1973 

■' 1984 

Authorized 

Used 

Unused 

Authorized 

Long- Range  Building* 

$31.2 

$  77.4 

No  Limit 

$       77.4 

Earmarked/Federal 

0.0 

0.0 

No  Limit 

0.0 

Other* 

1.7 

12.7 

0.0 

12.7 

Highways  -  Infrastructure 

0.0 

103.1 

46.9 

150.0 

-  Buildings 

0.0 

5.6 

0.0 

5.6 

Universities* 

58.0 

48.1 

No  Limit 

48.1 

Industrial  Revenue 

Infrastructure 

Renewable  Resources 

0.0 

CO 

5.0 

5.0 

Water  Projects 

0.0 

1.3 

253.7 

255.0 

Water  Conservation  Districts 

0.0 

0.0 

No  Limit 

0.0 

Industrial  Revenue 

Air  Transportation 

0.0 

1.3 

No  Limit 

1.3 

Railroads 

0.0 

0.0 

100.0 

100.0 

Housing 

0.0 

339.0 

336.0 

675.0 

Small  Business 

0.0 

0.0 

25.0 

25.0 

Stand  Alone 

0.0 

0.0 

50.0 

50.0 

Health  Facilities 

0.0 

0.0 

50.0 

50.0 

Municipal  Pool 

0.0 

0.0 

25.0 

25.0 

Agriculture  Mortgage 

0.0 

0.0 

200.0 

200.0 

Total 

liQ^i 

li§§^i 

iLQikI 

1^119^1 

*No  debt  ceiling  in  state  law  other  than  for  the  highway  bonds. 
Highway  bonds  are  the  only  bonds  for  infrastructure  that  are  not  in  the 
industrial  revenue  bond  category. 


The  amount  of  debt  outstanding  is  $588.5  million  while  the  amount 
authorized  is  $1,680.1  million  without  considering  the  unlimited  authority. 

Bonds  have  been  authorized  by  the  1983  legislature  for  $150  million  of 
highway  construction.  These  bonds  will  be  retired  with  fluids  which  flow 
into  the  highway  earmarked  account,  such  as  gas  tax,  mineral  royalties, 
and  federal  funds. 


The  Board  of  Regents  under  Section  20-25-402,  MCA,  is  authorized  to 
issue  bonds  for  the  construction  of  revenue -producing  facilities  such  as 
dormitories  on  university  campuses.  There  is  no  limit  on  the  amount  of 
bonds  which  may  be  issued. 

Bonds  authorized  for  infrastructure  projects  are  for  renewable 
resources  and  water  projects.  The  state  is  authorized  $5  million  of 
renewable    resource    development    bonds    under    Section    90-2-127,     MCA. 

-182- 


These  bonds  are   to  be  used  for  developments  of  natural  resources.      The 
bonds  are  retired  with  coal  severance  taxes. 

The  1981  legislature  authorized  issuance  of  $255  million  of  bonds  to 
finance  water  project  construction.  These  bonds  are  to  be  retired  with 
coal  severance  tax  as  well  as  revenue  generated  from  the  projects 
themselves . 

The  state  has  authorized  water  conservation  districts  to  issue  bonds. 
Section  85-9-621,  MCA,  authorizes  a  district  to  issue  bonds  which  will  be 
retired  from  revenue  generated  from  the  projects  being  financed.  There  is 
no  statutory  limit  on  such  bonds. 

The  following  is  a  summary  of  authorizations  for  industrial  revenue 
bonds : 

The  Board  of  Aeronautics  under  Section  67-1-302,  MCA,  may  issue 
industrial  revenue  bonds  to  finance  construction  and  improvements  of  air 
transportation  facilities  within  the  state.  There  is  no  statutory  limit  on 
the  amounts  of  bonds  which  may  be  issued. 

The  Department  of  Commerce,  under  Section  60-11-1103,  MCA,  is 
authorized  to  issue  $25  million  worth  of  railroad  rehabilitation  revenue 
bonds.  These  bonds  are  to  be  used  for  the  rehabilitation  of  railroad 
tracks  and  associated  facilities.  The  department  is  also  authorized  under 
Section  60-11-1203,  MCA,  to  issue  $75  million  worth  of  revenue  bonds  for 
railroad  rolling  stock. 

The  state,  in  Section  90-6-111,  MCA,  has  given  the  Board  of  Housing 
authority  to  issue  $675  million  of  housing  bonds.  The  proceeds  are  used 
to  finance  low  income  housing.  The  Governor  shall  include  in  the 
executive  budget  submitted  to  the  legislature,  the  sum  required  to  restore 
the  capital  reserve  account  to  the  minimum  amount  required. 

Umbrella  Industrial  Revenue  Bonds  allow  for  the  issuance  of  $25 
million  of  industrial  revenue  bonds  to  finance  land,  buildings,  and 
equipment  for  small  businesses.  If  revenues  are  insufficient  for  these 
bonds,  the  Governor  is  to  include  in  the  executive  budget  the  sum 
required  to  restore  the  capital  reserve  accotmt.  This  was  authorized  by 
House  Bill  700  in  the  1983  legislative  session. 

Stand  Alone  Industrial  Revenue  Bonds  allow  for  the  issuance  of  $50 
million  of  industrial  revenue  bonds  to  finance  real  estate,  land,  and 
equipment  for  large-scale  businesses.  If  revenues  are  insufficient  for 
these  bonds,  the  Governor  is  to  include  in  the  executive  budget  the  sum 
required  to  restore  the  capital  reserve  account.  This  was  authorized  by 
House  Bill  871  in  the  1983  legislative  session. 

Health  Facilities  Industrial  Revenue  Bonds  allow  for  $50  million  of 
revenue  bonds  to  finance  land,  buildings,  and  equipment  for  all  nonprofit 
health  facilities  in  the  state.  No  moral  obligation  on  the  part  of  the  state 
is  indicated.  This  was  authorized  by  House  Bill  721  in  the  1983  legislative 
session . 
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Pooled  Municipal  Bonds  allow  for  the  issuance  of  $25  million  worth  of 
bonds  to  finance  local  government  land,  buildings,  and  equipment.  No 
moral  obligation  on  the  part  of  the  state  is  indicated.  This  was  authorized 
by  House  Bill  733  in  the  1983  legislative  session. 

» 
Agriculture  Farm  Loans  allow  for  $200  million  of  bonds  which  will  be 
used  for  agricultural  mortgages.      No  moral  obligation   on   the  part  of   the 
state   is   indicated.      This   was   authorized   by    Senate    Bill   316   in   the    1983 
legislative  session. 

Montana's  total  bond  debt  increased  $498  million  since  1973.  However, 
Montana's  bond  debt  authorized  has  grown  $1,589  million  since  1973. 
Montana  has  $1,091.6  million  of  bonded  debt  authorized  but  unissued  in 
addition  to  the  statutorily  unlimited  debt  potential. 


BOND  RATINGS 

Bond  ratings  are  essentially  judgements  about  the  investment  quality 
of  a  long-term  obligation  issued  by  a  government  entity  or  an  assessment 
of  the  state's  ability  to  repay  its  long-term  debt.  The  two  major  bond 
rating  agencies  are  Moody  Investors'  Service  and  Standard  and  Poor's. 
These  services  rate  general  obligation  bonds  on  the  basis  of  four  elements. 

1.  Economic  Analysis  -  The  rating  agencies  consider  the  economic 
base  of  the  state  the  most  critical  variable  in  their  analysis. 
The  economic  condition  of  the  state  is  measured  in  terms  of 
employment  trends,  income  levels,  rate  of  income  growth,  and 
the  stability  of  leading  employers  and  taxpayers  weighted  in 
relation  to  types  of  industries  established,  commitment  to  the 
area,  and  industry  expansion  plans.  High  income  levels  and 
diverse  economic  bases  provide  protection  against  economic 
fluctuations  and  capacity  to  pay  bondholders. 

2.  Financial  Analysis  -  The  state  financial  analysis  involves 
luiderstanding  the  issuer's  accounting  practices,  the  accounting 
practices'  impact  on  the  accounting  statements,  and  reviewing 
the  budget  with  emphasis  on  the  revenue  structure  and  how  well 
it  responds  to  various  economic  conditions.  A  balanced 
composition  of  revenues  not  reliant  upon  one  or  two  sources 
gives  the  investor  some  assurances  of  an  issuer's  flexibility  to 
meet  debt  service  obligations. 

3.  Debt  Factors  -  The  nature  of  the  security  being  pledged  is 
reviewed  as  well  as  the  type  of  debt  issued  general  obligation 
vs.  revenue  bonds.  Trends  such  as  debt  history,  debt  burden, 
and  debt  payment  schedtdes  are  also  examined. 

4.  Administrative  Factors  -  The  quality  and  experience  of  the 
administrators  is  reviewed  to  assess  the  state's  management 
capability.  A  related  area  considered  is  the  constitutional  or 
statutory  controls  which  allow  for  flexibility  to  meet  obligations. 
For  instance,  language  in  the  general  appropriations  act  contains 
a  provision  which  allows  the  Governor  to  reduce  appropriations 
by  15  percent  if  necessary  to  meet  financial  obligations. 
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In  addition  to  the  basic  four  factors  outlined  for  determining  bond 
ratings,  new  debt  issues  can  be  an  important  factor  in  determining  bond 
ratings.  The  Municipal  Finance  Officers  Association  in  a  report  to  the 
Alaska  Legislature  pointed  out  that  state  bond  ratings  were  downgraded 
due  to  the  volume  of  new  debt  issues.     The  report  states: 

".  .  .  regardless  of  the  level  of  other  resources  that  are  important  in 
determining  debt  capacity>  the  pace  at  which  new  claims  on  state  resources  are 
added  through  the  debt  issuance  process  can  have  a  measurable  impact  on  perceived 
credit  quality." 

Bond  rating  agencies  issue  ratings  of  bonds  after  review  and  analysis 
of  the  four  elements  listed  above  and  factors  unique  to  each  state.  The 
agencies  use  letter  symbols  to  denote  the  credit  worthiness  of  bonds. 
Table  69  shows  the  credit  quality  of  bonds  and  the  associated  rating 
symbols  used  by  rating  agencies. 


Table 

69 

Bond 

Rating 

Classifications 

General  Quality 

-----  Rating  Symbols  -  -  -  - 

Characteristics 

Moody's 

Standard  &  Poor's 

Prime  Quality 

Aaa 

AAA 

Excellent  Quality 

Aa 

AA 

Upper  Medium  Quality 

A,  A-1 

A 

Lower  Medium  Quality 

Baa,  Baa-1 

BBB 

Marginally  Speculative  Quality 

Ba 

BB 

Very  Speculative  Quality 

B,  Caa 

B,  CCC,   CC 
C<°^   D 

Default  Quality 

Ca,  C 

Other 

Con.   (---) 

NR 

Moody's  Investor  Service  currently  rates  Montana  bonds  as  Aa,  and 
Standard  and  Poor's  Corporation  is  rated  as  AA-. 

The  most  important  feature  about  bond  ratings  is  that  they  influence 
the  amount  of  interest  the  issuers  will  pay.  Bonds  which  have  a  high  or 
favorable  rating,  AAA  or  AA,  associated  with  them  often  sell  at  interest 
rates  as  much  as  1  percent  below  bonds  of  lower  rating,   BBB  or  Baa. 

DEBT  CAPACITY 

An  important  concern  on  the  part  of  many  states  in  the  area  of  bond 
debt  centers  around  the  question  of  how  much  debt  can  the  state  afford- - 
what  is  the  debt  capacity  of  the  state.  In  attempting  to  deal  with  such  an 
issue,  experts  agree  that  it  is  important  to  distinguish  between  general 
obligation  debt,  tax -supported  debt,  and  revenue -supported  debt  such  as 
industrial  revenue  bonds. 
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General  obligation  bonds  do  not  have  a  built-in  mechanism  which 
restricts  or  closes  off  issuance,  whereas  revenue  bonds  are  constrained  by 
the  amount  of  revenue  available  to  liquidate  their  obligations.  This  does 
not  mean  that  simply  because  revenue  bonds  have  built-in  mechanisms 
which  control  the  amount  of  issuance,  no  consideration  or  concern  should 
be  given  to  the  amount  of  revenue  bonds  issued.  The  amount  of  revenue 
bonds  issued  by  a  state  can  impact  general  obligation  bonds  and  may  be 
contingent  liability  for  the  state.  Therefore,  the  state  may  want  to  control 
or  monitor  the  issuance  of  such  debt. 


General  Obligation  Debt  Capacity 

The  problem  of  determining  an  appropriate  level  of  debt  is  not  easily 
resolved.  Credit  analysts  and  investors  have  devised  a  number  of 
statistics  designed  to  measure  general  obligation  debt  capacity.  These 
measures  are  generally  in  the  form  of  debt  ratios  that  measure  the  amoimt 
of  debt  outstanding  relative  to  economic  and  demographic  indicators. 
These  ratios  have  limitations  and  often  fail  to  take  account  of  tmique 
features  of  a  state's  economy.  Consequently,  these  ratios  are  used  only 
because  the  data  is  readily  available  and  provides  a  imiform  base  for 
comparison  of  the  relative  debt  between  states.     These  ratios  include: 

1.  State  Debt  Per  Capita  -  This  statistic  measures  the  dollar  amount 
of  debt  outstanding  for  each  resident  of  the  state.  This 
statistic's  primary  limitation  is  that  it  provides  no  information 
about  the  economic  position  of  the  people  who  will  retire  the  debt 
or  how  it  will  be  retired. 

2.  State  Debt  Per  $1.000  of  Personal  Income  -  This  statistic  is 
generally  considered  a  better  measure  than  state  debt  per  capita 
of  a  state's  ability  to  repay  debt.  This  is  primarily  due  to  the 
fact  that  this  statistic  gives  some  indication  of  the  economic 
well-being  of  the  state's  population.  The  major  drawback 
associated  with  this  statistic  is  that  it  fails  to  take  account  of 
total  tax -generating  capacity  of  a  state. 

3.  Ratio  of  Debt  to  Assessed  Full  Value  -  The  ratio  of  debt  to  the 
true  value  of  taxable  property  is  a  frequent  measure  of  loctd 
government  debt  burden.  This  measure  has  proven  very  useful 
for  local  governments  because  they  derive  a  substantial  amount 
of  revenue  from  property  taxes.  The  measure  is  not  so  useful 
for    state   governments    which   generate    a    substantial   portion    of 

'  revenues  from  other  sources. 

4.  Ratio  of  Debt  to  Total  Expenditures  -  This  ratio  measures  the 
amount  of  debt  service  payments  relative  to  total  expenditures  of 
the  state.  The  ratio  is  a  good  indication  of  how  much  is  being 
used  to  pay  debt  service  pajrments  as  opposed  to  other  expend- 
itures the  state  is  making.  A  high  ratio  is  an  indication  that  a 
state  is  paying  high  debt  service  payments  relative  to  total 
outlays  for  other  state  programs.  The  primary  drawback  associ- 
ated with  this  statistic  is  that  it  does  not  take  into  account 
future  revenues  which  may  be  used  to  retire  debt. 
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Despite  the  apparent  difficulties  in  determining  debt  capacity  for 
general  obligation  or  tax -supported  debt,  experts  contend  that  it  is 
important  for  a  state  to  have  some  idea  of  how  much  debt  it  can  afford. 
These  experts  contend  that  debt  capacity  should  not  only  be  based  upon 
these  debt  ratios,  but  also  imique  characteristics  of  the  state  such  as: 

Nature  of  Current  Debt  -  What  is  the  nature  of  current  debt- -general 
obligation  or  revenue?  What  revenues  are  used  to  retire  this  debt?  For 
instance,  Montana's  general  obligation  bonds  include  money  used  to  build 
revenue-producing  facilities  on  various  university  campuses  and  are  retired 
from  revenues  generated  from  those  facilities. 

Reception  of  Debt  at  the  Market  Place  -  Can  a  state  afford  to  issue  a 
large  amount  of  debt  and  stiU  not  impair  its  current  rating  by  overloading 
investor  portfolios?  As  indicated  in  this  report,  Montana  has  issued  a 
large  amoiint  of  debt  over  the  past  several  months.  Continuing  this 
practice  may  impact  Montana's  debt  rating. 

Economic  Resources  Available  to  Repay  Debt  -  What  revenues  are  used 
by  the  state  to  retire  debt  and  will  those  revenues  continue  over  the  life 
of  an  issue?  Several  revenue  sources  are  currently  used  in  Montana  to 
retire  debt  such  as  general  fund,  gas  tax,  and  coal  severance  tax. 

Taxing  Capacity  -  Is  a  state  limited  constitutionally  or  statutorily  in 
its  ability  to  tax? 

Experts  agree  that  debt  affordibility  is  best  determined  on  the  basis 
of  two  elements.  First,  ability  -  does  the  state  have  the  necessary  ability 
to  generate  revenues  sufficient  to  provide  essential  services  and  make  debt 
service  pajnnents.  Second,  willingness  -  given  the  state  does  have  the 
capacity  or  ability  to  raise  revenues,  is  it  willing  to  commit  those  revenues 
to  retire  debt. 


REVENUE  DEBT  CAPACITY 

Debt  capacity  for  revenue  bonds  is  generally  not  considered  as 
important  as  debt  capacity  for  direct  tax -supported  debt.  However, 
revenue  bonds  can  have  an  impact  on  the  cost  of  borrowing  for  states. 
Experts  have  three  points  about  why  states  should  be  concerned  with 
revenue  debt  capacity. 

1.  Many  revenue  bonds  issued  by  the  state  often  carry  moral 
obligations  with  them.  Such  bonds  represent  a  contingent 
liability  on  the  part  of  the  state.  If  contingent  liabilities  are 
rising  at  a  time  when  revenues  are  remaining  stable  or  declining, 
such  bonds  can  encumber  the  state's  credit  capacity  and  push 
up  the  cost  of  direct  tax -supported  debt. 

2.  Revenue  bonds  may  be  issued  for  a  number  of  purposes.  In 
many  cases  the  state  may  in  some  way  become  liable  for  such 
debt.  Therefore,  states  should  take  measures  to  assure  that 
only  fiscally  sound  programs  or  projects  are  financed  with 
bonds . 
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3.  Because  issuance  of  such  debt  can  cause  crowding  out, 
competition,  or  saturation  at  the  marketplace,  control  over 
revenue  bonds  issued  is  important. 


DEBT  LIMITS 

The  Montana  Constitution  places  no  limit  on  the  total  amount  of  debt 
that  the  state  may  incur.  The  constitution  does  authorize  the  state  to 
incur  debt  upon  either  a  two -thirds  vote  of  the  members  of  each  house  of 
the  legislature  or  a  favorable  vote  of  a  majority  of  the  state's  electors 
voting  thereon.  The  constitution  does  prohibit  the  issuance  of  debt  to 
cover  deficits  incurred  because  appropriations  exceeded  anticipated 
revenues.     Article  VIII,   Section  8  of  the  Montana  Constitution  reads: 

"No  state  debt  shall  be  created  unless  authorized  by  a  two-thirds  vote  if  the 
members  of  each  house  of  the  legislature  or  a  majority  of  the  electors  voting 
thereon.  No  state  debt  shall  be  created  to  cover  deficits  incurred  because 
appropriations  exceeded  anticipated  revenue." 


OVERSIGHT  BODY 

States  which  have  developed  comprehensive  debt  policy  have  also 
established  a  body  for  overseeing  the  implementation  of  debt  policy  and  as 
a  reference  point  for  all  state -issued  debt.  These  bodies  have  been 
developed  to  enable  both  the  Governor  and  the  legislature  to  monitor  and 
articulate  state  debt  policy  on  an  ongoing  basis.  These  bodies  or 
committees  have  generally  been  In  the  form  of  a  legislative  standing 
committee  or  a  committee  which  included  legislative  and  executive  branch  \ 
representation . 

In  Montana  there  is  currently  a  total  of  eight  bodies  or  agencies 
which  have  authority  to  issue  debt.     They  include: 

Agency  Limit 

Board  of  Examiners  Limited  by  Legislative  Authorization 

Board  of  Economic  Development  $160,000,000 

Board  of  Housing  $675,000,000 

Board  of  Regents  Unlimited 

Department  of  Agriculture  $200,000,000 

Health  Facilities  Authority  Board  $  50,000,000 

Department  of  Commerce  $100,000,000 

Board  of  Aeronautics  Unlimited 

The  Governor  by  executive  order  has  established  a  capital  Finance 
Advisory  Council  which  is  in  existence  until  January  23,  1990.  The  order 
reads  as  follows: 

WHEREAS*  the  Governor  is  authorized  pursuant  to  Section  2-15-1 ZZ>  MCA>  to 
create  an  Advisory  Council)  and 

HHEREAS>  the  Montana  State  Legislature  has  authorized  state  agencies  to 
incur  indebtedness  through  the  issuance  of  notes >  bonds*  and  certificates  to  the 
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public  to  support  a  wide  variety  of  activities  in  furtherance  of  various  public 
purposes)  and 

HHEREASr  a  coordinated  approach  to  scheduling  the  Issuance  of  obligations  is 
expected  to  enhance  marketing  of  such  obligations  by  the  State  of  Montana (  and 

WHEREAS >  it  is  necessary  to  present  a  coordinated  strategy  to  finance 
Montana's  capital  investment  to  the  rating  agencies  to  enhance  the  credit  ratings 
of  obligations  issued  by  the  state  and  its  agencies >  and 

WHEREAS*  it  is  desirable  to  conununicate  to  investors*  underwriters*  and 
credit  analysts  the  state's  debt  management  policies  and  financial  plans  so  that 
these  market  participants  understand  the  state's  management  and  control  of  debt 
issuance  practices >  and 

WHEREAS*  it  is  desirable  to  create  a  council  whose  purpose  is  to  review* 
analyze*  coordinate*  and  harmonize  the  borrowing  patterns  to  the  state. 

NOW,  THEREFORE*  I,  TED  SCHWINDEN*  Governor  of  the  State  of  Montana*  by 
virtue  of  the  authority  vested  in  me  in  accordance  with  Section  2-15-122*  MCA*  do 
hereby  continue  the  Capital  Finance  Advisory  Council. 

I.   Definitions. 


As  used  in  this  Order*  the  following  terms  shall  have  the  following 
meanings  I 

1.    "Council"  shall  mean  the  Capital  Finance  Advisory  Council. 

Z.  "Issuer"  shall  mean  any  state  agency  which  issues  obligations 
authorized  by  state  law. 

3.  "Agency"  shall  mean  any  state  agency  under  the  authority  of  the 
Governor  as  enumerated  in  Title  2*  Chapter  15*  MCA. 

4.  "Obligations"  shall  mean  notes*  bonds*  or  certificates  issued  or  to  be 
issued  by  any  state  agency  to  finance  or  fund  one  or  more  activity* 
program*  or  project*  including  obligations  issued  in  anticipation  of 
taxes*  income*  or  revenues  derived  from  any  source  or  to  redeem  or 
refinance  outstanding  obligations. 

II.   Composition. 

This  council  shall  have  1<^  members  consisting  of  the  following  persons  or 
their  designees i 

Council  Member  Representing 

Director*  Department  of  Department  of  Administration 

Administration 

Director*  Office  of  Budget  and       Office  of  Budget  and  Program 
Program  Planning  Planning 
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Director*  Department  of 
Agriculture 

Director*  Department  of  Health 


Director >  Department  of  Highways 
Director;  Department  of  Commerce 


Director >  Department  of  Natural 
Resources  and  Conservation 


Department  of  Agriculture  and 
Agriculture  Loan  Authority 

Department  of  Health  and 
Environmental  Sciei\ces 

Department  of  Highways 

Department  of  Commerce  and 

Montana  Science  and  Technology 
Alliance 

Department  of  Natural  Resources 
and  Conservation 


Chairperson >  Board  of  Investments 

Chairperson >  Montana  Health 
Facilities  Authority 

Chairperson*  Montana  Higher 
Education  Student  Assistance 
Corporation 

Chairperson*  Board  of  Regents 

Chairperson*  Montana  Board  of 
Housing 

Senator  Matt  Himsl 

Representative  Francis  Bardanouve 


Board  of  investments 
Health  Facilities  Authority 


Montana  Higher  Education 

Student  Assistance  Corporation 


Board  of  Regents 
Montana  Board  of  Housing 

Montana  Legislature 
Montana  Legislature 


The  council  shall  be  chaired  by  the  Director  of  the  Department  of 
Administration  and  shall  be  attached  to  the  department  for  administrative 
purposes.  Employees  of  the  Department  of  Administration  shall  serve  as  staff  to 
the  council  as  directed  by  the  chairperson. 

III.  Duties  of  the  Advisory  Council. 

The  council  shall i 


1.  Provide  continued  oversight  of  state  obligations*  and  review  the  form 
or  obligations  to  ensure  consistency  with  authorizing  legislation  and 
state  financial  policies. 

2.  Prepare  a  state  debt  management  plan  and  review*  analyze*  and  monitor 
the  trends  in  state  obligations  to  provide  information  to  issuers  to 
make  informed  decisions  about  financing  methods  and  the  structuring  and 
time  of  obligations. 

3.  Compile  and  continually  update  a  statewide  master  debt  issuance 
schedule  from  agency  financing  plans  to  facilitate  coordination  of  debt 
issues . 
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4.  Furnish*  advise*  gather  information*  and  make  recommendations  to  the 
Governor  as  it  deems  appropriate. 

5.  Notify  the  members  of  the  Board  of  Examiners  of  all  meetings*  invite 
board  participants*  and  keep  the  board  informed  about  council 
activities. 

6.  The  Department  of  Administration  shall  consult  with  the  council  in 
employing  and  establishing  the  duties  of  a  statewide  financial  advisor. 

7.  The  council  shall  not  supersede  the  activities  or  authority  of 
independent  agencies>  but  shall  serve  as  a  coordinating  council  to 
provide  a  formal  linkage  of  information  among  and  between  state 
obligation  issuers  thereby  serving  as  an  effective  mechanism  to  promote 
fiscal  management. 

IV.  Duties  of  State  Agencies. 

1.  To  assist  the  council  in  preparation  of  a  master  obligation  schedule* 
each  issuer  shall  submit*  as  requested*  a  financing  plan  identifying 
the  amounts  to  be  borrowed*  the  approximate  time  of  debt  issuance* 
description  of  the  projects  or  programs  to  be  financed*  an  explanation 
of  the  security  structure  supporting  the  proposed  obligation  and 
provide  an  explanation  of  the  purpose  of  the  financing*  along  with  the 
key  features  to  the  extent  known. 

2.  All  agencies  shall  cooperate  with  and  provide  such  assistance  as  the 
council  may  request. 
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